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PREFACE 


NATURE OF URBAN GEOGRAPHY 

There arc several studies on urban geography which reveal that 
as a major sub discipline, it has a long tail but a short body 
However the spectrum is so vast and broad that researchers are 
able to make general statements m defence of its conception 
philosophy nature and orientation Urban geography today 
encompasses and interfaces with various disciphnes which are 
interested in urban studies As an introduction to this senes our 
task here is to make an attempt to briefly review the development 
of geographical interest in various aspects of cities 

There are several reviews of the early development of urban 
geography which have been dealt with by Berry and Haiton 
(1970P and Carter (1974) * Berry and Harton in their book 
Geographical Perspective on Urban System have made an attempt 
to introduce readers to its present day status They have clearly 
resolved that the formative years of the social science m the 
late nineteenth century and early twentieth century were also the 
years in which urban studies first developed * thus providmg 
the context for the geographers emergmg interest m cities 
However the emergence of urban studies dates back to the 
writing of Greek scholars but as a sub-d'scipline it has reached 
Its present day status only m the past 30 years 

In their historical perspective the works on urban geography 
show that the pre 20th century studies primarily couceraed 
themselves with themes of location, size and shape of the cities. 
The initial finamgs were strongly subjective descriptive and 
dependent more on observation such as the works of Hassert 
(1907)* and Blanchard (1911) • In the succeeding years the 
conceptual framework of site and situation was criticized by 
Aurousseau (1924)® and Crowe (1938)^ tceir conception b ing 
hat Cities were not inanimate objects in landscape but also 
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orgacic elements which involved people and their movements 
The morphologist later in 1960 truly brought the indigenous 
line of evolution in the sphere of urban geography and studies 
on the bnild up fabric of cities (Conzone 1960) ® Smails (1955J® 
constituted the prime base of urban geography which remained 
articulated without any major conceptual change till early 1960s 
The studies on the morphological aspects of the urban sy^stem 
were influenced by external forces consequently the methodolo 
gical frameworks got impetus within the discipline At this 
juncture the evolution of concepts was not based on environ 
ment but took shelter under the umbrella of economics of 
location and incorporated analysis of land values and rents 
and the concept of nodality and accessibilitv These concepts 
were derived from the economic theories of Cooley {189 O'® 
Weber (1899) and Hurd (1903) “ 

The Chicago School of Urban Ecology hastenea the 
evolution of urban geography In his monumental work Park 
(1925)®* developed the idea of order and analysis of towns 
Further a powerful thrust and much of the rationale was oro- 
vided to the studies of urban geography by the Central Place 
Theory of Chnstallar (1933) 

The impact of the statistical method was powerful and it 
brought rapid and enormous changes in the field of urban 
geography It also brought new insights into the development 
and application of urban geography towards increased quantifi 
cation Brian J Berry, a pioneer in the field analysed the 
spatial order size and location of towns and cities There was 
widespread use of innovative techniques to explore the nature of 
urban problems hypotheses were tested new theories propound 
ed and old theories remodelled The statistical methods were 
put to a variety of uses Smith (1965)“ evaluated the classifica 
tion of settlements Beny and Garrison (1956)®* examined the 
utility of the rank size rule for urban populations The models 
of Park and Burgess (1925)®’ Harris and Ullman (1945)®* and 
Homar Hoyt (1939)®* were tested and re examined by various 
geographers 

A new impetus to urban geography came from social area 
analysis which was mitially propounded by Shevky and Bell 
(1955)** and later on this provided a basis for factorial ecology 
The col aboration of this stream in urban geography was oiTered 
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by Berry (1971) « Herbert (1972)=** and Johnston (1971) *» As a 
consequence of these thrusts in geography after 1960 the 
techniques of investigation were sharpened and this has provided 
the basis for a scientific explanation of cities Attempts were 
made to mtrodnce new theories and frame laws to make the 
explanation of events more rational and logical Sophisacated 
models were propounded as urban geography entered a new era 
of rationalizing the subject matter of urban studies on tne basis 
of new philosophies new concepts new theories new methoa 
ologies and applications 

However the status of contemporary urban geography has 
been elevated only recently by the behavioural approach The 
studies of pel ception and cognition which have a long tradition 
in physiology were first introduced into die field of geography 
by Lynch (1960) Dowson and Stea (1973)*® Gould and White 
(1974) At present there is a sudden spurt in the studies on the 
subject with a new paradigm But the full impact of behavioural 
approaches upon urban geography has yet to be realized 

The aim of this senes is to seek reorientation of the disci 
phne strengthened by new philosophies methodologies subject 
matter or application The senes has been arranged in such a 
way that all contemporary viewpomts are covered comprehen 
sively Hopefully this senes will inspire researchers to appre 
ciate the work already done by geograpners in studying cities 
Geography by nature seems to be a synthesizing field of inquiry 
As such we have made an endeavour to combine some of the 
otherwise disparate facts garnered by othe'* disciplines m such 
a manner that we can gain a better understanding of the 
urban system The study of urban geography is essential if we 
are to analyse the human consequences of the settlements in 
which we live It is useful to planners decision makers m govern 
ment and corporations and also to each one of us as citizens 
Finally it gives us a perspective on what may be happening to 
our cities and to the nature 

To achieve the above goal only those contributions with 
ongmality and contrasting viewpoints were selected for inclusion 
in this series In doing so the editor does not wish to compete 
with the journals in the field in which innovative research and 
methodological aspects are presented But he does wish to 
convey oLd convey with conviction that s gnificant rcsearctes 
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are being undertaken m the different branches of urban geogra- 
phy and in other allied disciplines The present senes is an 
attempt to nrovide a selective reappraisal and rigorous examma 
tion of the assumptions and the urge to disseminate new 
knowledge created by the mutual interaction Emphasis is also 
placed on the conceptualization and theorization of the subject 
matter so that general laws may emerge A conscious effort has 
been to organize the series m such a way that it reflects the 
philosophical approach parallel to that of the behavioural 
school Finally a vigorous attempt has been made to demons 
rate throughout the series how geographers are basically 
involved in solving the urban problems 
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INTRODUCTION 


Cities exists where there is action It is a focal point viliere mote 
than any s/here else new knowledge new products new life 
siyles new art forms and new social institutions emerge (VVerner 
1984) ' In this msheu of complex societies there is a high Degree 
of functional interdependence of economic and social services 
Several urban ttieorists have advocated that a ci y play a 
dominant role to foster this irterdependence whch in turn 
increases economic efficiency and social advancement contacts 
with di/erse people pioducts and points of view is seen as a 
source of cultural ^tcarament where as for economist th s inter 
dependence creates a aivisioa or labour that develop the markets 
for commodities and services which provide subject mat'^er of the 
discipline under consideration There is no denying to this fact 
in virtually any city regardless of its population size there exist 
any array of economic activities and functions in which much of 
the population is regularly engaged The expansion of economic 
activities in a city usually facilitated because city provide supenor 
transport facilities for the movement of goods and people it also 
provides large and flexible pool of labour Apart from these two 
basic facilities cities also provide provisions of certain 
professional services, and new technological innovations Thus 
cities not only provide a wider vanety of goods and services they 
also provide many commodities Another important aspect which 
catches the eyes of economist is that city is the geographical 
location where the poorest member of the society are most likely 
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find opportunities to improve their socio economic status Thus 
It will not be wiong to assert here that any plan for the improve 
ment of urbon scene whilst ignoring economic consideration 
vould be to invite disaster (Goodal 1972) ® Economic resources 
are limited in quantity and they also vary considerably m quality 
Therefore a rational decision to allocate these resources amongst 
competing uses must be taken so that a society may achieve the 
highest possible level of economic eflBciency 

THE SCOPE OF URBAM ECONOMICS 

Although economist have studied urban problems for a long time 
the discipline of urban economics is the still in its infancy It is 
so infant that very term one may not be appropriate The reason 
IS obvious because there is not yet agreement on what constitutes 
the discipline of urban economics As a matter of fact there is 
enormous body of knowledge available concerning cities which is 
still expanding at a most impressive rate however the develop 
ment of urban economics has been uneven and upto date there is 
no agreement on what constitute the discipline of urban economics 
(Edcl and Rothenberg 1972) ® As a result its scope and limits 
as well as its intellectual underpinnings continue to be debated 
widely Thus it is not surprising that urban economics is not well 
defined in the light of the relatively recent range ofreseaichin 
the field Traditionally urban economics is defined in terms of 
urban problems that take place in an urban setting If it is taken 
for granted that approximately three fourth s of economic 
activities are carried m urban areas and hence all economic 
problems are called urban problems Therefore it is difinitely 
accepted that all economic activities occurring in the city is 
* urban economics Thus this field of study has incredible 
proportions to claim that urban economics includes the problems 
of growth unemp’oyment competition and monopoly and income 
distribution But this does not state urban economics as a 
meaningful category of study it must be defined in such a way 
that It would explore important relationships In this context 
then the study of urban economics deals with how a city aifects 
the economic welfare of its population it investigates how cities 
function as a lactor of production (Rasmussen 1973) * This 
defin t on const tutes a wider perspective of the relationship of 
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urban economics to regional economics In essence urban 
econo-nics analyses how the city raises the welfare of its 
inhabitants given level of population employment and per capita 
income 

The key role that urban economist can play is to analyse the 
essential character of urban areas m terms of concentration of 
various activities— economic social and political— over space 
■which in turn generate capital earning so to an urban economic 
geographer it is the spatial concentration of activities that is the 
central fact The analytical structure of urban economics begins 
with the queries— why activities cluster m an urban setting "> Why 
these activities and what difference this clustering makes It is 
a undeniable fact that the unique spatial relations between the 
character of many of the types of urban issues that have given 
this field Its recent public relevance (Edel and Rothenberg 1972) * 
In this way urban economics can tackle a wide vanety of urban 
problems by organizing the subject matter around the economics 
of spa<^ial relations By this one should not make conclusion that 
space IS the only consideration to be emphasized It only suggests 
the technique to approach a phenomenon and tests its validity 
how it fits into the spatial relationship that make up a city and 
then make an attempt to explore what special characteristics this 
spatial linkage imparts to the phenomenon So these charactens 
tics are only analytical tools with which to examine the complex 
phenomenon of economic activities in a particular city 
Undoubiedly then this analytical framework provides a com 
prehersive account of inter and intra urban location patterns the 
'and market the housing market the economics of ®patial 
segregation of racial and etbn c groups the congestion and 
Doilution the urban transpoitation system and financial problems 
of local goveinment 

The location theory and metropolitan growth 
The urban economists consider it noteworthy to examine the 
location of economic activities growth of cities and the origins 
of some urban problems m a market economy so that economic 
onditions of cities may be investigated thoroughly The 
economics of a city consists of overall economic activities their 
growth and decline and the composition of their productive 
activity As a matter of fact the location decisions of firnu and 
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households and the effect of these decisions on the p-itterns ot 
land uses and spatial variations of these activities is the aomain 
of economic location tl eory Regional scientists and econom c 
geographers have made concerned efforts to explain the develop 
ment of cities growth of industries and the effect of principal 
exporting activities on production So the urban econonists 'll e 
primarily concerned with the internal organization of a city tht-v 
follow the dictom of Brian J Berr> s phrase svstems viithin 
system of cities ® In a free market economy an economic. ar'u>«is 
of a city can oescribe the city as coming into existence because 
owners o^” various productive resources vanous form of laboui 
and capital consider it to be profitable to use these resources iii 
combination with land parcels located m close together William 
Alon'o^ m this direction has made -in atter’pt to review n 
theo y of location of the firm lie found that individual oecis o is 
of firms are always governed by existmg patterns of - der i i 
and business location Alonso a analysis throws light on u c 
processes n which firm locations lead to the creation of irnri -l 
areas with the prooucing firms at their center's and the addit ora* 
agglomerative forces that lead different prooucers to couwentra c 
at a limited number of central places 

The external economics of agglomerat on always ]e'>ds firm 
to cluster together (Raymond Verman) ® The need for cioi^ 
contract among firms may not be as greai m all indust’-ies as *■ 
is in the provision of office services The rank size distribution 
of cities m woild is largely effected by government speno 
decisions All economic theorist bel eved that a t*'vory c f 
location of economic activities in c ties edvocates that 
evolutionary process of market decisions and a market with 
instantaneous relocation of firms can yield an effii^ient location 
of activities m space The theory of microeconomics propagates 
that in some perfect market decentralization decisiop of t^e 
location of firm lead to efficient allocation which is based on 
the principle where no further advantage for one person can be 
had With out the disadvantage of another In this respect 
decentralized allocation may lead to inefficiencies where a firm 
does not take into account the effect of its location on other 
firms Koopmans and Beckman® postulated a model in which 
each firm has a fixed activity to perform, which it can perform 
with different degrees of profit in different locations Moses 
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(1958)^“ la his analysis advocates that location can influence a 
iirm s choice of and changes m productive processes by affecting 
reliitive proximity of different inputs 

iQtra urban location and land ase 

The urban economist have largely concentrated on intra urban 
location patterns of different functions which are rendered by the 
cities Business distncts industrial pa ks residenual neigh 
bourhoods represent a familiar functional separation of land 
uses Within a city As a matter of fact urban economist and 
ecologist have developed separate theories of land values 
ana land use succession Today the urban economist are 
trying to show how locational patterns in city affect the 
nature of many specific urban problems Most of the urban 
economist have raised the issue of co locational economies or the 
advantage of proximity to interrelated activities which help the 
survival of cities The co locational economies provide a rational 
explanation of the dustenngof some activities into different 
distncts which depend on the economic specialization or the 
economic base of the city itself It is an established fact that once 
in a cit> any clustering of activities located in any district there 
are immediate advantages to others locating near them The 
urban economist have postulated that it is less costly to commute 
to work in these districts from one s home or to carry business 
from one s office shop or plant They have advocated the 
principle that in a market economy land near a center of activity 
can command a higher price than more peripheral land 
Therefore urban economi 2 >t have constructed models of the 
demand for land based on the advantages of proximity There is 
a tendency of firms and households to adopt a trade off principle 
in their location decisions and always try to locate nea to the 
center because of advantages of proximity It has been observed 
that major retail establishments always fend to seek central 
locations where they would be convenient to access from the 
population, of entire city Some models of this process are present 
ed by William Alonso (I960V^ Edvin S Mills (19671 Leon 
Moses Harold F Williamson Jr (I967l “ Mathew Edel (1972) ^ 

1 abour force and econoanc base of the dty 

From the previous section one can draw cone usion that m 
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Mrtually all cities irrespective of their population size there exis*- 
an array of economic activities and functions m which most of the 
population IS regularly engaged who contribute to the city s econo 
mic support It is an established fact that the wages and salines 
earned by the employed labourforce contribute much of the. 
economic support and taxable v/ealth of the city The Dura'*rical 
size of the urban labour force is our aspect of tht uib n 
economy Also significant is the output character and structure 
of the urban labour force Therefore urban economics snilyses 
the demographic traits of population in terms of occupations m 
which people are engaged income levels degrees of unemploy 
ment composition by lace and sex They stress more on the 
industrial composition of the labour foice and kinds of econoraic 
activi les in which the urban workers are engaged There nre 
various attempts made by urban economist to dnide the 
urban labour force into industrial groups and into economic 
sector 

A major concern of urban economist is the reason why cnies 
exist The probable ansn er to this query is obtained when we 
consider that cities exist because within them are performed 
certain operations— industrial and commercial which facil tates 
the production transfer ard distribution of goods and services 
for the population of areas outside the city itself The output of 
goods and services m an industry in the city is consumed by both 
residents of the city and by residents beyond the bounds of the 
city in the tnbutory area or service area It reveals then the fact 
that in reality there exist two production sectors of the urbnn 
economy that have to do with the spatial relationship between 
location of the Producer (Northam 1919) « Therefore a situation 
arises where a portion of the economic activity of the city s to 
satisfy the needs of local res dents with the other portion go ng 
to satisfy demands of more distant, non local consumer lam 
determination of the extent to which each of the uroan functions 
serves the population outside the city, m contrast to the proouc 
tion of goods and services for consumption inside the cuy is an 
important part of the urban economic base Most studies of the 
urban economic base are concerned with economic activ ty and 
production destined to serve demands of consumers in two 
sectors— non local consumers m the basic sector a d local 
consumer m the non bas c sector There are var ous academ mans. 
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who have evaluated the mportance of basic and non basic 
activities m a city They have provided methodology 
procedures to be adopted to classify the cities on the basts of 
basic non basic functions rendered by different cities The 
list includes Gunnar Alexander (1956) John W Alexander 
(1956) Edward L Ullman and Michael F Dacey ® Richard 
T Piatt (1968) Craig L Moor (1975) *®Tfae studies of economic 
base of a city appropriately explain the characteristics of the 
urban population and its economy A thorough understanding of 
the economic base analysis leads to an understanding of the role 
of the specific city m its regional setting and of the interrelation 
ships between the city and iis tributory area The value of 
economic base studies is to provide information of value in 
implementation of tax policy They also help in the identification 
of the future economic structure and population of the city 

ABOUT THIS VOLUME 

Scholars who are engaged in analys ng urbanization and its 
consequences must collect information and derive ideas from 
diverse fields archaeology economics geography, law mathe 
matics pohtics administration psychology regional science 
sociology traflSc engineering urban and regional planning etc 
This volume attempts an exploratory sur/ey of one of these 
fields namely economics and include those papers which 
emphasize the importance of economic consideration in the 
functioning of urban systems The volume is designed to offer to 
the reader a survey of themes and analytical tooxs that have been 
used in the recent development of economic analysis of the city 
We have collected here a series of articles which offer a variety of 
analysis and perspectives on some of the more notable urban 
problems local finance clustenng of economic activities 
commuter transpoitation segregation of housing and property 
values 

This volume however is not merely a sample of methods and 
policy discussion rather we have attempted m our selection to 
p esent a possible scheme of organization for urban economics 
as a sub discipline of urban studies As a matter of fact the 
readings provide some background in the application of 
cconom cs to the study of cities for those n other discipbnes as 
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well as for the public at large For convenience of reading the 
\olunie IS divided into five sections (i) sectors of economy 
and financial management of cities (ii) intra urban land val les 
and rental values (iii) segregation and housing maiket 
(iv) mtra urban location of economic activities and (v) urban 
transportation 

State and regional economic development has for many j ears 
focussed upon efforts to encourage the growth of jobs and the 
immigration of high wage industry into economically depressed 
areas Essential intermediary activities such as market research, 
financing wholesaling and advertising traditionally have 
exported their services out of a few major metropolitan 
centers nstead of being spread ’ike levcxung throughout the 
nahonal economy Now under the current redistribut on of 
national economic activity there seems to be an assumption that 
if goods producer can be induced to move into a new location, 
the problem of locating and servicing his consumer w II resolve 
Itself In a relatively stable regional economy it may be safeiy 
assumed that normal market pressures will ensure an adequate 
supply of the services of economic intermediaries Marketing 
firms will know the locations of producers and consumers (both 
intermediate and final) and lines of communications will be well 
established linking financing advertising shipping and inventory 
operations with the producer The role of economic inter 
mediaries m an economic system has gone largely unexplored to 
this date The authors W Patrick Beaton and Leonard B 
Sossamon in their article * The Role of Economic Intermediaries 
m the Shifting National Economy The Northeast Versus the 
Sunbelt analyses the contribution of trade sector to the 
economic development The analysis is an attempt to show more 
clearly the dramatic impact of trade and more specially the 
effect of a lag in the growth of this sector in developing 
economics The examination in this paper involve the specifi 
cation and estimation of the determinants of state wholesales 
he locational shifts that have occurred m the interstate trade 
component of wholesale sales and lastly the role that wholesale 
activity quaeconomic intermediaries has upon the economic well 
being of a states citizenry The authors m this article explore the 
ole of the economic intermediary which is to provide a bndge in 
me and over space between a producer and a consumer Accord 
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ing to the authors the nation js cmicntlj xivoived m a shift of 
economic activity and population out oi tl e Nortlieast and into 
tne states of ihe Sunbelt This work -irgues that a ki-y component 
to balanced economic gro vth and development economic 
intermediaries is laggng behind the grow th of manufacturing 
and retail activity in the Sarib.L,It states Based upon an analysis 
•of the residual obtained from a dutc-minants equation of state 
wholesale sales the interstate component of wholesale sales is 
isolate mapped and used in turn as a determinant of states 
family income structure It is concluded that the pres'“nce of 
economic intermediaries as represented by the interstate 
component of wholesale sales is positively related to state income 
•structure 

Thus if an economic development strategy to improve a 
state s income level is being planned it must include efforts 
to ease the entrance of economic intermediaries along with the 
commonly sought after manufacturing industries into the region 
or state 

When the economic and political situation m the FRG had 
consolidated at the beginning of the year 1960s unemployment 
had become a marginal phenomenon Not only official policy but 
also the social sciences considered large scale unemployment to 
be a period belonging to the past Since the mid 1970s however 
this situation has changed fundamentally The FRG is 
experiencing comparatively high unemployment levels for several 
years with a strongly increasing tendency during the past year 
and there are many signs indicating a chronic under employment 
for the years to come The authors Rolf G Heinze and Thomas 
Oik in their article Informal and Peripheral Economics m 
Sociological Theory The Two Faces of the Informal Sector 
focus their attemion on the future development of the Informal 
Sector in the Federal Republic of Germany The authors identify 
that as a result of uneraploymen and financial crisis of the 
welfare state the informal economy which had been neglected 
for a long time is being brought ng un to the forefront- According 
to the authors the informal sector comprises any types of 
activities which are performed outside the formal economy and 
which do not show up in gross national product figures The 
work w thin the domestic households as well as jobs not 
reg stered in the official economy and vo untaiy work for self 
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help groups unions and associations constitute an essential pan 
of the informal sector The rediscovery and increasing import 
ance of the informal economy which exists beyond market and 
state has an ambivalent character which the authors discuss m 
their paper In the first section of the present paper the authors 
provide a general view of the actual labour market situation in 
the FRG Then against the background of economic stagnation 
periods selected strategies of flexibijization pursued by the capital 
are discussed more m detail In the last the authors turn to the 
behaviour of those groups of workers who strive for a ne* com 
bmation of employment and informal work 

The term informal sector is the legacy of attempts of the 
late 1960s and the 1970s to characterise and explain the economic 
dualism of modernizing societies The concept of formal and 
informal has taken root in academic studies and policy 
discussions and has served to focus attention on a number of 
problems of employment and the urban poor in developing 
countries Undoubtedly the principal factor m the general 
acceptance of the term informal sector m the last decade was- 
its use in studies sponsored by the ILO Under Us World Emploj 
ment Programme (WEP) wh ch grew out of the ICO/UNDP 
mission report on Kenya Employment Income and Equahtj 
fl971) The ILO urbanization and employment research project 
has sponsored a series of case studies of selected cities all making 
reference to the informal sector with an ultimately comparative 
purpose Two of these have been of Calcutta However inter 
national literature on employment and the formal sector contains 
few references to them The author Christine Furedy in his 
article The Informal Sector m Calcutta Issues for Analysis 
makes an attempt to examine the use of the informal sector 
concept m discussions of employment in Calcutta considering 
the articulation of issues for this city in the light of current trends 
of research and discussion Ihe author emphatically demonstrates 
that this analysis should raise questions concerning the use of the 
concept as a basis for policy recommendations and its appli 
cability to a complex Indian city 

Local governments use a wide variety of financial inducements 
to infiuence the location of economic activity These dev ces 
include property tax delusions industrial revenue bonus of various 
types and urban development Local governments also provide. 
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assistance to businesses in the forms of land assembly and 
provision of these services seriously and the use of these induce 
ments has grown rapidly The local officials may be percieved 
as doing nothing about the problem Neve theless they are 
engaged in efforts whicn are ineffective but generate favourable 
political public ty The contention of the author John F Me 
Donald in his paper An Econom c Analysis ol Local Induce 
menls for Business is that there is a better explanation for local 
inducements to business wh ch can be derived from the standard 
urban economic analysis of real estate and local real estate taxes 
The analysis uses conventional micro economic theory to focus on 
the impacts of various subsidy programs on the intensity of 
landuse and related variables at a specific urban site 

Abstract 

This paper presents a theoretical and preliminary empirical 
examination of various local real estate subsidies to business 
Local governments can subsidize the structure capital land or 
both at a particular urban site Standard micro economic theory 
is used to investigate the effects of subsidy programmes on the 
structure land ratio the employment land ratio and the amount 
of real estate taxes collected at the site in question 

It IS concluded that municipalities may benefit from subsidies 
to businesses even if those businesses would have located m the 
municipality without the subsidy The plan of the paper is to 
present a fairly general model of local production and the 
demand for inputs in the next section Section 3 contains an 
analysis of the effects of various subsidies on the nature of the 
real estate supplied at the site m question and Section 4 reviews 
the empirical evidence relevant to the determination of the signs 
and magnitudes of the effects on real estate tax collections 
derived in Section 3 Section 5 contains a brief examination of the 
impacts of various subsid> programs on employment at the site 
m question and a summary concludes the paper 

It IS a truism to call present day industrial society on urban 
society since the end of the 1 8th century Western cities have 
grown inord nately changing their appearance a number of t mss 
The concept of expansion development and rede\ elopment are 
all attemps to understand this phenomenon Analysis of this 
growth has revea ed some of it& aspects construct on financing 
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hoysing and servicing 

Science offers two basic approaches to the question, of < 
universal theory packaged under the generic names oi 
Funct onalism and Marxism Each one offers its own apparent!} 
original explanation each one has its untouchable and irreducible 
general framework As a result any reflection on urban questions 
— or the larger problem of the social relationship to space — is 
necessarily subordinated to wider theoretic-il conclusions about 
society as a whole since it is compelled to fall within one or other 
of the two authorized versions of reality As a matter of fact 
both perspectives marginalize certain objects of investigation 
■objects that might be considered a prion to be essential for an 
understanding of the urban environment This alone justifies 
subjecting both the Functionalist and Marxist paradigms to the 
implicit critique posed by certain aspects of social reaht} that 
have been hidden avoided marginalized and ostracised Rent is 
one of these aspects The author Gilles Lavigne in his long 
version Land Rent Questions and Answers reveals that land 
rent stands as the economic manifestation of the exercise of the 
right to private property of land The author remarks that it is 
the symptom on the economic level, of the nature and state of 
the political 1 elation of appropnation a society maintains with 
space Thus the author appropriately convinces that analyzing 
the phenomenon of rent means analyzing the economic effei-ts of 
land ownerahip The author identifies that Functionalism ignores 
rent on the theoretical level although remarking on its practical 
importance where as Marxism theorizes endlessly about rent 
but empties the question of any practical significance Neither 
Side resolves the question however The author in his conclusion 
remarks that at the end of this investigation one gathers the 
impression that while every thing has not been said neither has 
every thing been left oat A look back reveals the contradiction 
inherent in a study that has been earned through but which 
remains incomplete So many problems imprecisions and weak- 
nesses remain that our patiently constructed edifice appears 
rather fragile 

The goal pursued throughout this article has been to examine 
he profit and lo ss of sev eral years work on the question of 
ent The aim has not be en to convince any one or prove any 
hing just to retrace the xoad taken The author is confused and 
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put the questioa why has a question as crucial as rent never 
raised interest equivalent to its importance ’ Why are obscure 
research assistants the only one s facinated by it 

The city we have been building for a hundred years now is 
the incarnation of our values ideals and behefs In its 
contemporary form it clearly shows the place that science 
technology and reason occupy m our culture But behind these 
obvious and oflicial manifestations city incarnates the power and 
Omni science of money that cuUureless form equivalent to Cv'ery 
thing and nothing Ultimately urban rent operates on this level of 
significance On the scale of the enormous transactions involved 
men are but bits of mforma ion or less since money is the onlj 
ODject of much transactions 

The Hand values in an urban setting are determined m a 
variety of forms (1) the effects of changes on a particular 
location over time (2) comparison of different sites within a city 
at the same time (3) comparison of diffe-ent location ^ith 
inacity over time and inter urban comparisons of aggregate 
variables The in+er uiban land value research has concentrated 
on demand variables such as total population median family 
income percent change m population etc The author Geoige M 
Jonnston m his article Survey and Critique of Empirical Stud es 
of Inter Urban Land Values has made an attemp to i-eview the 
literature on inter urban land value research The author found 
that most of the research work has concentrated on demand 
variables as total population etc to explain a varied estimate of 
site price and for appreciation The author concludes that m bo^h 
the selection of explanatory demand variables and units ot 
analysis the final choice is arbitrary Because of the complexity 
of the urban structure many aspects of community character! tics 
are independent with other characteristics The author further 
explores that while each listed variable is indicative of different 
trends of interest selection of variables can only be made after 
an analysis of specific theoretical model to be tested The author 
emphasises that pragmatic choice have to be made 

The author Tonu Puu m his article ‘ On the Equilibrium 
Distribution of Population and Land Value in an Urban Region 
tries to construct a model for the spatial equilibrium distribution 
of population with in some urban areas The author identifies that 
there exists an equilibrium when all locations are considered as 
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equivalent and no reason for migration exist The author propose 
that escape the complicated utility approach we simply state that 
there is equivalence ot location when the sum of housing and 
communication costs for an individual balance so that more 
expensive accommodation is compensated by less expensive 
communication and vice versa 

Land values in central business districts (CBD) of North 
American cities have long been studied by geogiaphers for the 
purpose of assessing their spatial characteristics and further more 
to determine if common distributional pattern exist The urban 
economist have postulated that in cities the economic rent of a 
piece of land IS based on its locational characteristics and that 
the most accessible nomt m the city would have the highest land 
values The author Malcolm Fairweather in his article Land 
Values and Land Use Intensity m North American Central 
Business District An appraisal deals with the land values in the 
Central Business District of North American cities 1 he author 
evaluates the orohlem in its right perspective through a case study 
of Rochester The author concludes that the CBD does represent 
the greatest clustering of highest land use for the city as a whole 
but that even this pattern may be changing with the establishment 
of suburban office and relating centres Thus the CBDs of North 
American cities are complex areas undergoing changes m form 
and functions Similarly the land use intensity pattern is being 
modified constantly as newer taller structures are picking their 
way skyward 

The system of local property taxation has received substantial 
criticism in the area of the effects of the system on ajiocative 
efficiency with in urban housing markets It is a truism that the 
property tax system discourages the up keep and upgrading of the 
existing housing stock and as a result largely contributes towards 
urban bousing decay and abandonment Increasing concern w th 
this problem has led many states m U S A to pass special 
legislation enabling their cities to implement programmes 
providing property tax relief for rehabilitation activities The 
author Sharon G Levin in his article Property Tax Incentives 
for Holding Rehabilitation Theory and Evidence makes an 
attempt to review the theory and design of local government 
property tax incentives for housing rehabilitation with the 
purpose of evaluating their effectiveness With this object vc m 
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TTiind Section I reviews the economic justifications for government 
activi y m the urban housing market Section II sets the scene for 
the ensuing analysis of the incentives by presenting as a simple 
model of the urban hous ng market in Section III the design and 
expected effects of property tax relief measures for housing 
rehabilitation are examined And finally in Section IV reviews the 
design operations and cost effectiveness of several programmes 
which had sufficient data for analysis 

The author m his conclusion states that local property tax 
incentives for housing rehabilitation alone cannot ensure that 
urban housing conditions will improve dramatically However 
such local policy instniments if properly designed and 
understood could prove to be cost effective tools m a multi 
dimensional approach towards meeting the dual objectives of 
eJBBciency and equity conserving and improving the exist ng 
housing stock and providing decent’ housing for needy 
citizens 

The housing market has been closely related to global and 
specific hous ng policies of the government since the end of the 
first world war Thus the question of the structure and function of 
+he housing market is always at the same time the question of 
d rection and dimension of housing policy Recently the voices 
calling for a strengthening of the market in housing supply have 
become numerous The author Detlev Ipsen in his article 
Segregation Mobility and Opportunity on the Housing Market 
An Empirical Study m Mannheim provides a sociological 
analysis of the housing market 

The author in this article attempts to show using empirical 
research that the housing market is divided into market segments 
which offer varying opportunity to consumers of different social 
levels Segregation mobil ty and baners to mobility are the social 
proce':'! through which the specific market segments are formed 
and which lend a charactenst c shape to the economic processes 
Section III analyse several theoretical considerations on the 
sociological boundaries of these market segments Section IV 
deals with factors determined on one hand by the intensity of 
mobility and on the other hand by the concentration of certain 
social classes in particular Section V provides a. representation 
of the results of empirical research on the various market 
opportunit es of different social classes on the mdividua] market 
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segment Section VI provides some empirical indicators of thi. 
barriers to mobilitywhich foi ms the bisis of jn the creation of 
such segregated market segment Finally in Section VII the author 
gtves some indication of inconsequences of findings fo** housing 
policy 

Since 1950 there has been a marked change m the iocaliza 
tion of many economic activities although the process is spec ally 
typical of industrial enterprise tertiary activ ties such as in retail 
trade or serv ces to industry have also been elfected In spite ol 
the numerous article written about this problem exhaust \e 
analyses are ’•elatively rare and often limited to the most striKing 
aspects such as he creation of big industrial estates o" act vities 
the opemng i p of new shopping centres or the development of 
large office areas On tne other hand nothing or hardly an / tiling, 
IS known about changes m localization ir the hear of an urban 
center or m a suburban district and often litde is known abou 
the changes of occunation in the pre existent netwoik Keeping 
these deficiencies m mmd the author B Merenne Schourraker in 
his art cle Analysis of the Mobility of Economic Activities in 
Urban Areas attempts to show the interest of studies about the 
mobility of business organizations and tries to present some t ns 
of research that could be done in this field oi investigation T e 
author m this ar icle analyses the concept of mobihty spat al 
trend in mobihty causes of mobili y and spatial results of 
mobility The autho' in his concluding remarks suggests hat tne 
mobility of businesses majo process of the evolution of cities 
and of the changes m urban spatial structures appears to be one 
of the principal subjects to be explored when analysing cities 

A city ich IS not only at the service of its residents but 
pursue a number of different functions Such a city is Venice 
Which IS a tourist and cultural centre of international value plays 
a directonal role towards a large part of the region These 
functions are mti*“mingling and occupy various areas and render 
inextricable the various roles of the economic urban spact. 
Moreover the number of retail activities and the services offered 
IS not only notable m respect to the limited space in Venice but 
seems to be almost uniformally distributed along the various 
streets The author Fabio Lando in his article Functional Areas 
m the Town The Example of Venice Italy makes an attempt 
to assign a number of functions to the Venice city and consider it 
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tourist and cultural centie of international value He postulates 
that it IS a histone centre ivhich render many economic activities 
With the help of first pnncipal component analysis the author 
found that Venice city can be distinctly divided mto different 
functional areas which play a specific role to make u a foci of 
attraction 

It may be assumed that individual types of retail commodity 
can be distinguished relatively unambiguously The p-oblem is to 
classify these commodities mto distinctive groups This is 
necessary not only for research purposes but often also for the 
clarification of policies in marketing or property development or 
town planning A logical basis for classification would be that 
each group or commodiues implies a particular set of decision 
making rules on the part of retailers and/or consumers These 
rules might also imply certain patterns in space of locahon and 
consumption respectively Tne author M Guy m his article 
Classifications of Urban Retail Facilities examines a topic of 
utmost importance to geographers and planners alike — the 
classification ot retail facilities m urban areas In order to devise 
a rational logical and consistent detailed descriptive classification 
of shops the author find it necessary to review relevant existing 
practice in three areas of research which author has pursued 
independently in this pap**! The author first demonstrates to 
analyse market research which seems to explain the shopping 
behaviour of consumers paying particular attention to the ways m 
which behaviour appears to be affected either in economic social 
and ps>cholog’cal characieris*ics of consumers themselves or by 
characteristics of retail commodities and of the methods in 
selling them The second research area is concerned most with 
physical attributes (sizes location and characteristics of shopping 
centres Thirdly some spa lal analysts have examined the spatial 
distribution of shops of various types in cities The paper 
proceeds as follows In Section 2 summaries are made of the way 
m which retail commodities and outlets have been classified by 
market researchers economists and geographers The author 
made an attempt to discuss the locational implications of various 
classifications In Section 3 the work of spatial analysts on 
patterns of retail location is briefly discussed In Section 4 some 
results of research into retail location m Reading area earned 
out by the author from 1974 onwards 
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Spatial arrangements of commercial activities in an urban 
area is far more important than the limited amount of space they 
cover This is largely because their distribution on space reflects 
the aggregate demand conditions of a city Their concentrated 
and deconcentrated patterns are related to the intra urban 
mobility and the social status of the people The number and size 
of the retail units on the other hand depict the economic 
characteristics of the population The authors S Banerjee and 
S R Joshi m their article Spatial Structure of Retaining 
Activities in Pune City reveals that spatial distribution of retail 
activities withm an urban area is an expression of aggregate 
demand conditions the latter being reflected through pattern of 
population distribution and the socio economic status of the 
people The number of size of retail units when observed together 
with the population figures can signify the relationship between 
demand and supply sectors 

The present paper identifies (a) the areas of retail concentra 
tion m Pune m 1961 and 1981 (b) the relationship between 
demand and supply sectors and explains the related dynamics of 
retail structure of the city Correlation coefficient and regression 
analysis have been earned out to show the relationship between 
population and shops— the demand and supply sectors 

Although food clothing and shelter are the basic necessities 
of human beings transport m fact commands a larger share of 
consumers budget than clothing m most of the cities Mobility 
from homes and work places is essential for the functioning of a 
city The economic models have evaluated that land uses and 
values with m cities depend crucially on the advantages of 
proximity between land uses 

Todays society has placed extremely high priority on the 
development of transportation system that will facilitate the 
movement of both goods and people in a swift and reliable 
fashion and with the greatest convenience comfort and privacy 
Although conflicts of interest are inevitable on the design and 
modification of alternative systems transportation planners 
attempt to select those projects that will provide the greatest 
benefit to society The author C John Ivangley Jr in his article 
‘Highways and Property Values The Washington Beltway 
Revisited investigates the impacts of Washington Beltways on 
residential property value According to the author this study 
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proves conclusively that high way originated environmental 
externalities are the major cause of inverse relationship between 
yearly increases in North spring field property resale values and 
proximitj The analysis found significant differences among 
distance related property value index number in 12 of the 17 
yearn under study The author finds it appropriate to mention that 
the findings of this study are quite consistent with generally 
accepted theories of capital asset pncing 

The authors Masatoshi A Abe and Kumares C Smha m 
their paper discuss and produce two reports on Pricing in Urban 
1 ransportation — 1 The Problem of Peak Local Pricing 2 Pricing 
and Quality of Service in Mass Transportation This report 
includes two parts In the first part the peak load pricing problem 
m urban transportation is examined within a theoretical frame 
work A general social welfare function is used to show what the 
optimal price levels should be for peak and off peak periods in 
order to maximize social welfare The paper also shows that 
given current pricing practice of urban transportation a strict 
adherence to marginal cost pricing does not yield the m axim um 
social welfare but that a systematic deviation from marginal cost 
pricing is required ^or attainment of maximum social welfare 
The second part of the report deals with the pricing problem 
m urban mass transportation As an example the operation of 
the private bus transit company in the Milwaukee area is 
examined The investigation finds that a lowered bus fare 
together with improved service will substantially increase transit 
patronage which w 11 in turn reduce the cost of operating bus 
transit as a consequence of the existence of the economy of scale 
In addition the characteristics of mass transit users in this 
country are also reviewed and it is concluded that the majority 
of the transit nders are captive riders m the sense that they do 
not have any choice in their mode of transportation This 
finding substantiates the hypothesis that mass transit fare should 
be significantly reducedj not just for attracting automobile users 
to transit and thus to limit congestion but also for increased 
social welfare resulting m improved equity 

The first part of the report has been prepared by Masatoshi 
A Abe and the second part has been prepared jomtly by 
Masatoshi A Abe and Kumares C Smha 
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W PATRICK BEATON AND LEONARD B SOSSAMON 


THE ROLE OF ECX)NOMIC INTERMEDIARIES 
IN THE SHIFTING NATIONAL ECONOMY 
The Northeast Versus the Sunbelt 


Stats and regional economic development has for many years 
focused upon efforts to encourage the growth of jobs and the 
immigration of high wage industry into economically depressed 
areas Usually these efforts are designed to acquire manufacturing 
firms and research type operations Seldom is the role and 
importance of the economic intermediary considered 

In the work that follows it will he shown that a lag exists 
in the growth of economic intermediaries m those areas of the 
country currently undergoing rapid economic growth mthe 
manufacturing sector Second it shall be demons rated that the 
economic cost of this lag can m the long term be translated into 
lower worker incomes and hence lower local purchasing power 
and a lower tax capacity for state and local government 

Essential intermediary activities such as market research 
financing wholesaling and advertising traditionally have exported 
their services out of a few major metropolitan centers instead of 
being spread like levenmg throughout the national economy 
(Vance 1970 41 47) Now under the current redistribution ot 
national economic activity, there seems to be an assumption that 
if a goods producer can be induced to move into a new location, 
the problem of locating and servicing his consumers will resolve 
itself 

In a relatively stable regional economy it may be safely 
assumed that normal market pressures will ensure an adequate 
Bupp y of the services of cconom c mtermed anes Marketing 
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firms wjil know the locations of producers and consumers (bolt 
uiterinediate and final) and lines of communications w 11 be wcl 
established linking financing advertising, shipping and inveotor>» 
operations with the producer However in a period of radical 
regional shifts such as the recently recognized growth in the 
Sunbelt’ states (Sales 1975) lines of product and information 
flow can become disrupted ^ 

The establishment of new business relationships involves a 
great deal of uncertainty regarding the abilities of the new 
business partners to bold up their respective sides of the economic 
transaction Early recognit on of any weakness within a develop 
ing economy should permit planners to suggest alternative ways 
to ease the path of regional economic growth and possibly to 
prevent a permanent deficiency from being incorporated into the 
regional economy 

Economic intermediaries 

The role of economic intermediaries in an economic system has 
gone largely unexplored to this date In the input output mode of 
analysis initiated by Wassily Leontief the supporting role of the 
intermediary as the mover of goods among the elements of the 
interindustry matrix is de-emphasized by treating it as a producing 
or purchasing industry that is its status m the input output table 
IS for example the same as cheimcals apparel or stone clay and 
glass products (Leontief 1 966 1 40) 

Economic geography has similarly discounted the role of the 
intermediary As noted by James Vance in his analysis of central- 
place theory the theory tends to emphasize local self suflSciency 
and mtemally induced change rather than local economic develop 
ment derived from inter regional mterdcpendence (Vance 1970 
Chapt 1 passim ) 

Regional independence is not a characteristic common to 
modern industrial economies However a profitable interdepen- 
dence resulting from a well developed intermediary function is a 
prerequisite to the capitalization of regional comparative 
advantages m transportation labor or resource costs (Isard 
1956 Chapt 9, passim ) Demands must be observed producers 
informed producte made and shipped consumers alerted to their 
availability and a means of financing secured Excluding actual 
production these are the roles assumed by the economic inter 
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mediary In essence the intermediary is an agent of trade he 
IS the means for facilitating interregional interdependence and 
hence the ability of a region to acquire the economic benefits 
accruing to its comparative advantage m one or more of the 
inputs to the production process (Beckman 1965) 

Theodore Beckman suggests that several factors account for 
the failure of economic development research to deal with mter 
mediaries These factors include the complexity of the sector s 
structure and the absence of adequate census data Recent 
scholarly research further suggests that the dynamic nature of the 
trade environment limits the ability of researchers to adequately 
describe the structure of this sector of the economy (McKeon 
1972 37 8) 

Each of these explanations contributes to the overall neglect 
of the trade sector by scholars However an important additional 
factor may well be an inadequate appreciation of the importance 
of the trade sector to economic development The following 
analysis is an attempt to show more clearly the dramatic impact 
of trade and more specifically the effect of a lag m the growth 
of this sector in developing economies 

The examination will involve the specification and estimation 
of the determinants of state wholesale sales the locational shifts 
that have occurred in the interstate trade component of wholesale 
sales and lastly the role that wholesale activity gua economic 
mtermedianes has upon the economic well being of a state a 
citizenry 

Empirical analysis 

As previously noted the role of the economic intermediary 
IS to provide a bridge m time and over space between a producer 
and a consumer An intermediary sells two services access to 
relevant market information and the collecting sorting and disper 
sing of products (McKeon 1972) The successful fulfilment of 
this role requires the use of marketing specialists and salesmen 
financial advertising legal and publishing firms shippers 
warehouse operators and laborers 

No single measure of the total level of activities of econonic 
intermediaries is readily available from a nationwide data source 
Alternatives such as employment levels m the trade industries or 
wholesale sales exist Neither of these indicators, however 
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encompasses the full range of activities of economic 
mtemedianes 

Wholesale sales data make on distinction between labor 
intensive activities of merchant wholesalers and sales branches 
with the information processing activities of both the agent and 
broker as well as sales offices On the other hand employment 
level data crosscut both the type of firm and the levels of produc 
tivity within a given type of firm Since the purpose of this 
analysis was to explore the importance of economic intermediaries 
from the point of view of family wealth and state tax potential* 
the value of wholesale sales was chosen to act as the surrogate of 
the total level of economic activity by economic intermediaries 

The causes of state wholesale activity 

The internal driving force behind wholesale sales activity is the 
primary secondary and tertiary components of a state s economy 
The surrogates of the forces derived from the primary and the 
secondary economic sectors of the economy are mining agricnl 
ture and manufacturing sales (value of shipments) As surrogates 
of the retail sector population and average family income levels 
are used 

The unit of observation used throughout this work is the 
state The use of the state as an economic region assumes that 
locally produced products and local consumption will use the 
services of local economic intermediaries 

Two sources of error are incurred m the use of this assump 
tion One error has to be accepted as a limitation to tbe analysis, 
the second is used as an index of the exportation or importation 
of the services of economic intermediaries The first error will be 
observed where major economic centers (metropolitan areas) 
overlap state boundaries So long as the various components of 
the economy are randomly distributed across state boundaries 
this source of error will not bias our results 

The second source of error is more statistical than substan 
tive That is the relationship between wholesale sales and the set 
of determinants in a cross sectional model is assumed to be 
stochastic This situation occurs because state economic systems 
are not isolated Interstate trade is a form of basic economic 
activity It is this fact that permits researchere to partition whole 
sale sales onto their interstate and intrastate components la 
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Equation 1 we show a model of the causes of a state s level of 
■wholesale sales activity 

Eq 1 Wholcsalei=Manufacturingj-4-Retailmg(+ 

Agnculturcf +Mining< ^Interstate trade; 
where Interstate trade«=WhoIesale exports^— Wholesale 
imports; i= state ^ 

This equation recognizes that a state s total wholesale sales are 
not solely denved from activities within its borders rather the 
explanatory equation must include a term which identifies either 
the state s ability to export the services of its economic mtermedi 
aries or its necessity to import such services It is a state s 
interstate trade activity that is the index of the strength or that 
state s economic intermediaries 

Analysis of gross and interstate wholesale sales 
The total volume of wholesale sales is as would be expecti,d 
strongly associated with the size of a state s population (ro=® 90 
for 1970) Table 2 1* ** shows that as of 1972 the states leading 
in wholesale sales wer** New York California and Illinois 
Similarly these same states were the top dollar gamers for whole 
sa’e sales from 1967 to 1972 

However between 1967 and 1972 the sisnificant shifts 
occurred within the national economy Based upon the model of 
the determinants of wholesale sales it is concluded that the inter 
state wholesale sales of both California and New York experienced 
the heaviest losses Table 2 2 shows that New York has fallen, 
from Its preeminent position in 1967 where t had a surplus of over 
33 billion dollars in wholesale sales to a still heading but reduced 
position having 22 plus billion dollars of interstate trade Strong 
gainers over that same time period include Illinois New Jersey, 
and Georgia 

A graphic presentation of these patterns is provided m 
Figures 2 1 and 2 2 Figure 2 1 is a map of the distribution of 
interstate wholesale sales for 1972 Figure 2 2 is the map of the 
change in interstate wholesale sales between 1967 and 1972 ® 

*The Symbol r,, represents a zero order Pearson Correlation Coefficient 

**Tabtet are troui)^ tosether followm^ the text. 
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Table 2 1 Wholesale sales by State for United 
States 1967—1972 


State 

Name 

1972 

Wholesale 

Sales 

(Million $) 

1967 

Wholesale 

Sales 

(Million S) 

Change in 
Wholsple 

Sales 

1967 1972 

New York 

100 414 

77 957 

28 8 

California 

68 562 

44 254 

54 9 

Illinois 

52 804 

39 538 

33 6 

Texas 

42 188 

23 910 

76 4 

Ohio 

33 680 

23 466 

43 5 

Fennsylvaiua 

32 374 

23 479 

37 9 

New Jersey 

31 840 

17 931 

77 6 

Michigan 

26 545 

18 800 

412 

M ssaun 

20 /03 

14 758 

40 3 

Florida 

19 983 

10 302 

94 0 

Georgia 

19 789 

11 459 

72 7 

Massachusetts 

19 303 

13 157 

46 7 

North Carolina 

15 911 

9 530 

670 

Minnesota 

15 053 

10 507 

43 3 

Tennessee 

14 836 

8 628 

720 

Indiana 

13 41? 

8 348 

60 7 

Wisconsin 

10 838 

7 299 

48 5 

Virginia 

10 267 

6 043 

69 9 

Maryland 

10 212 

5 957 

71 4 

Washington 

10 007 

6 696 

49 4 

Iowa 

9 969 

5 949 

67 6 

Louistana 

9 805 

6 642 

47 6 

Oregon 

9 289 

5 873 

58 2 

Connecticut 

8 828 

4 672 

89 0 

Kansas 

8 214 

4 405 

86 5 

Colorado 

8 030 

4 385 

83 1 

Alabama 

7 538 

4 437 

70 0 

Kentucky 

7 020 

3 988 

76 0 

Oklahoma 

6 809 

4 262 

59 S 

Nebraska 

6 391 

4 384 

45 8 

South Carolina 

4 696 

2 745 

71 I 

Arkansas 

4 438 

1 955 

127 0 

Arizona 

4 389 

2 143 

104 8 

Mississippi 

3 942 

2.309 

70 7 

Utah 

2 925 

1 661 

76 1 

Delaware 

2 482 

1429 

73 7 

West Virginia 

2 394 

I 690 

417 

North Dakota 

2.222 

1491 

490 

Rhode Island 

2,072 

1475 

405 
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South Dakota 

1966 

1250 

57 3 

Mauie 

1 8S6 

1 233 

530 

Idaho 

1738 

911 

90S 

Distnct of Columbia 

1731 

2 376 

—271 

Montana 

1 573 

1081 

4s 5 

Hawaii 

1 561 

1013 

54 1 

New Mexico 

1 515 

909 

66 7 

New Hampshire 

1 144 

689 

66 0 

Nevada 

917 

46! 

99 0 

Wyoming 

717 

287 

150 0 

Vermont 

669 

382 

75 1 

Alaska 

604 

286 

1112 


Source U S Department of Commerce Bureau of the Census 


Table 2 2 Wholesale trade sarplus (+i or deficit ( — ) for 

(1) states with above average wholesale sales and 

(2) states with below average wholesale sales 

1967 1972* 


States with above average total wholesale sales 


1972 Interstate 

1967 Interstate 

DLSerence 


Wholesale Sales 

Wholesale Sales 

1972—1967 


(Million 8) 

(Million $) 

(Million 8> 

California 

-12 169 

- 2,857 

- 9 312 

Florida 

- 9 825 

5 134 

-14 959 

Oeoi^ia 

4 427 

2 286 

2141 

Illinois 

14 432 

787 

13 645 

Massachusetts 

- 4 532 

- 73 

- 4 459 

Michigan 

- 5 649 

-15 191 

9,542 

Minnesota 

7010 

591 

6 419 

Missouri 

3 435 

2 590 

845 

New Jersey 

4 272 

- 4 318 

8 590 

New York 

22 558 

33 261 

-10 703 

North Carolina 

- 3 533 

- 2 511 

- I 022 

•Ohio 

- 9^2 

-14 630 

5 368 

Pennsylvania 

-15 129 

-10 180 

- 4 949 

Tennessee 

617 

2 125 

- 1508 

Texas 

3 347 

2 985 

362 

Alabama 

- 945 

763 

- 1708 

Alaska 

84 

- 1 374 

1 458 

Arizona 

~ 719 

- 84 

- 635 

Arkansas 

- 1 137 

- 632 

- 505 

•Colorado 

1 512 

J 505 


Connecticut 

1 874 

- 944 

2 mi 
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Table 2 (Con/rf) 


Delaware 

1 ^53 

- 541 


1794 

District of Columbia 

610 

I 126 


536 

Hawaii 

- 408 

— 703 


295 

Idaho 

- 569 

- 644 


75 

Indiana 

- 33 

- 1596 


1 563 

Iowa 

- 498 

- 1 049 


551 

Kansas 

1 257 

80 


3 177 

Kentucky 

- 1061 

- 110 


9M 

Louisiana 

778 

41 


757 

Maine 

- 311 

- 264 


47 

Maryland 

1 103 

1 634 

— 

531 

Mississippi 

- 1 813 

- 102 


1 711 

Montana 

- 371 

- 378 


7 

Nebraska 

754 

866 


112 

Nevada 

- 242 

~ '^08 


466 

New Hampshire 

- 348 

- 724 


376 

New Mexico 

- 1074 

- 550 


524 

North Dakota 

374 

171 


203 

Oklahoma 

- 53 

1 149 


1 202 

Oregon 

3 755 

2 959 


796 

Rhode Island 

448 

- 249 


697 

South Carolina 

~ 1713 

— 268 


1 445 

South Dakota 

- 218 

- 145 


73 

Utah 

359 

9 


350 

Vermont 

- 375 

- 778 


403 

Virginia 

- 1 059 

1 586 

— 

2 527 

Washington 

1 605 

1 993 


388 

West Virginia 

- 1 701 

- 660 

— 

1 041 

Wisconsin 

- 904 

- 354 


550 

Wyoming 

- 209 

- 1 022 


813 


* The wholesale trade surplus or deficit values are the residuals f om 
the r^ression equations displayed in Table 2 4 


The causes for these shifts m wholesale sales come from at 
least two sources The national redistribution of the population 
(Barabba 1975) part of which has been termed the “Sunbelt 
phenomenon, and the corresponding shift in manufacturing 
activity (Thompson 1975) 

An examination of the relationship between changes in manu 
facturmg and gross wholesale levels for the various states shows 
that m both 1967 and 1972 a strong positive correlation exists 
between these two components of the economy (ro*=0 89) 
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However it does not necessarily follow that the trade sector and 
the manufacturing sector change at the 'ame relative rates 
required for balanced growth Nationally the correlation between 
the percentage change in manufacturing value added and whole 
sale “ales was only 0 42 In order to study this phenomenon the 
determinants of wholesale sales for 1967 and 1972 were 
exanimi-d 

Deterimnants of wholesale sales 

''"his research examines the lag in the growth of economic 
mterracd aries it will be shown that after statistically controllmg 
for chnnges m a state s population growth and manufacturing 
ac IV ty reliance upon imported wholesale services occurs m 
those states growing most rapidly in population and manu 
facturing activity 

Two mode’s have oeen developed for this analysis The 
models identify and produce estimates of the various determinants 
ot wholesale sales variation across the states for 1967 and 1972 
respect velj The lag pnenomenon is observed by identifying for 
each of the states the direction and degree of change from 1967 
and 1972 of the residuals from the two determinants equations 

The experimental identification of these models was 
conducted through the use of cross sectional multiple regression 
analysis Data for each state and the District of Columbia for the 
years 1967 and 1972 were used to construct models When using 
the full set of 51 economic units as observations for a single 
regression equation a clear case of heteroscedastic residuals 
occurred * To minimize this problem the data were partitioned 
into two subsets those states that had above average wholesale 
sales in 1967 and those states that had below average wholesale 
sales for 1967 * 

The regression equations for these two subsets of states are 
displayed m Table 2 3 In each of the four equations the combined 
explanatory power for the full set of independent variables is 
significantly diflferent than zero at the 0 05 level While the central 
focus of the analysis is the residuals from the regression equations 
a drastic shift mi^t be noted in the specific variables showing up 
as significant determinants in 1967 as opposed to 1972 In both 
the 1967 subsets of states- the variation m manufacturmg sales 
significantly explains variation m who esale sales while the 
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Table 2 3 Regressios eqaatioBS explaming cross state 
variation in nho'esale sales 1967 1972 
for states ivith beiott and above average 
let els of wholesale sales 

J567 1972 


Low High Low High 

Wholesale Wholesale Wholesale Whoi sile 



Sales 

Sales 

Sal s 

Sales 

Manufacturing 

34 ( 04)* 

88 ( 30)* 

02 ( 14) 

— 11 { 37) 

Population 


- 019 ( 13) 

21 60 ( 14)* 

48 44(14 3)* 

Income 

20 ( 12)“ 

69(3 6) 

- 0037 ( 06) 

07 ( 15) 

Agriculture 

1 27 '' 43)* 

2 24 (5 5) 

1 19 ( 06)* 

-2 6(4 7) 

Mining 

80 ( 28)* 

- 81 (3 6) 

09 ( 06) 

—0 6(2 6) 

Mean 

Wholesale Sales^ «:3 086 00 

123 178 00 

§5 061 00 

J1:j4 265 00 

Std Deviation 

(2 337) 

(18 502) 

(3 781 ) 

(2-* 80;> ) 

Wholesale Sales® 
JR* 

81 

63 

90 

SI 

F 

33 2* 

3 I* 

dS 8* 

SO* 

N 

36 

IS 

36 

15 

a Values in parentheses 

are standard 

errors of the 

n t regression 


coefficients 

b Mean and standard deviation statistics are expressed m □ Ihons of 
dollars 

* Co^ficient IS significantly different than Zero at 01 level 


variation in state populations has no expHnatory power Now in 
1972 the complete reversal is the case The index of intrastate 
manufacturing activity requiring wholesale services ha no 
significant explanatory power while population size has a signi 
ficant positive effect 

Turning to an analysis of the residuals each state s wholesale 
sales were partitioned into two subsets The first partition repre 
sents the level of wholesale sales derived from its ability to meet 
its within state requirements from manufacturing retailing agri 
culture and mimng activities The second partition represents its 
interstate wholesale activity This value represents either the 
surplus or deficiency in wholesale sales after the average wholesale 
doUars per unit of manufacturing retailmg etc activity has been 
removed from the total wholesale sales level 


Ui 
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In the case of a positive residual the siate is an exporter of 
whoi8S''le services on the other hand if the state has a negative 
r«-sidjai it must import wholesale services from outside its 
borders Based upon this logic the explained portion of a state s 
wholesale sales level represents or is a surrogate for the intrastate 
activity of economic intermediaries It follows that '*'he residual 
portion of a state s wholesale sales is a surrogate for its interstate 
activities 

Table 2 2 displays the residual or interstate component of the 
state s economic mtermeaiaries Two spatial patterns are worth 
noting First the Northeastern tier of states appears to be 
ancnored around New York This state has suffered the most 
severe loss in Its level of interstate commerce Surrounding New 
York are two states which have registered strong gams in this 
activity Connecticut and New Jersey 

The second case focuses upon the Sunbelt states of the 
Southeast and Southcentral regions of the country For the most 
part these are the states which compose the Southern Industrial 
Development Council (SIDC) The pattern within these states is 
the opposite to that which is occurring within the states of the 
Northeast One state Georgia dominates the region m terms of 
Its elative growth in interstate commerce Most of the remaining 
southern states are observed to be lagg’ng or to increasingly lag 
n the development of their capacity to trade their manufactured 
goods While Georgia can be termed the jobber and shipper of 
the new South it has not fi’led all of the needs of these states 
Table 2 4 focuses upon the 16 states compnsmg the SIDC 
Summing the column of residuals it is concluded that as a region 
the growth of economic intermediaries has lagged behind its 
growth m manufacturing In 1972 the analysis suggests that an 
over 9 billion dollar shortfall in interstate wholesale sales exists 

WUat are the consequences of this state of affairs ? For 
simplicity s sake two alternatives present themselves First the 
lag can be viewed as a transient phenomenon In this case it 
would he assumed that over time the natural operation of the 
free enlerpnse economy would respond with the optimal spatial 
solution to the problem of the location of economic 
intermediaries Second the lag can be viewed as an un 
anticipated consequence of policies developed by state depart- 
ments of econom c development and encouraged by local 
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Table 2 Interstate wholesale trade snrplns f+) or deficiency 
(— )* for 16 states of the Southern Industnal 
Development Council ranked according to their 
1972 wholesale trade (all values id miihons o^ 
dollars) 


State 

1972 

Interstate 
Wholesale' Trade 

1967 

Interstate 
Wholesale Tnde 

19 2 1967 
Difftrence n 
I" cistatt, 
Who’uSdle fr lot 

Georgia 

4 427 

2 286 

^ 141 

Missouri 

3 435 

2 590 

843 

Texas 

3 347 

2 985 

362 

Maryland 

1 103 

3 634 

— 531 

Lojisiana 

778 

41 

737 

Tennessee 

617 

2 123 

—1 50S 

Oklahoma 

— 53 

1 149 

—1 

Alabama 

— 945 

763 

-J 70b 

Virginia 

~1 059 

1 586 

-2 645 

Kentucky 

—1 061 

— 110 

— 951 

Arkansas 

—1 137 

- 632 

- 305 

West Virginia 

-1701 

- 660 

—3 041 

South Carohna 

-1 713 

- 268 

-! 4-3 

Mississippi 

— 1 813 

- 102 

—I 711 

North Carolina 

—3 333 

—2 11 

—1 022 

Florida 

—9 825 

5 134 

-14 959 

Regional Total 

—9 133 

16 010 

—25 143 


* Interstate wholesale trade surplus (+) or deficiency ( — ) is oenved 
from the residu’s of a regression equation relating a st..te s ross 
wholesale sales to its raanafaciur ng agricultural and n iring activ ty 
as well as Its population and family income See Table 2 3 


chambers of commerce 

If the former view is held only the self optimizing activities 
of business within the market economy need to be supported On 
the other hand if business government and the academy have a 
collective role m guiding and determining regional economic 
development two additional issues present themselves Fii^t 
what are the consequences of policies involving varying levels of 
action or inaction ’> Second if an action oriented alternat vc, is 
selected what can be done to facilitate a condition of more 
balanced economic growth ? 


Tie Role of Economic Intermediaries 39 


The consequences of continued anbaianced development 
If the analytical models posited in tb s paper are valid representa 
tives of economic leality economic development in the South is 
becoming increasingly out of balance If this pattern were to 
continue what might be some of the consequences for the people 
of the region One measure of the influence of economic 
structure upon economic well being is famdy income 

For analytical purposes the index that is used to measure 
the impact of a state s economic structure upon its income levels 
IS the difference between its mean and median family incomes 
The values for the mean median and difierence scores are dis 
played m Table 2 5 Besides indicating the relative concentration 
of h gher income families and correspondingly then higher 
purchasing power this index corresponds positively with the 
income level of the median or fiftieth percentile family Table 2 6 

Table 2 5 Mean median and the difference between the mean 
and median family income for all slates those 
with above average wholesale sales and those 
with below average whole«ale sa^es 1970 



All States 

Above Average 
Wholesale Sales 

Below Average 
Whol sale Sales 

Mean Income 

10 490 

11027 

I0 26S 

Median Income 

9 177 

9 629 

8 989 

Difference 

1 312 

1 398 

I 277 


Source U S Census of Population 1970 


displays the zero order correlation coefficienis among these 
various measures of family income The set of positive 
correlations between median family income and the difference 
between the mean and median family incomes suggest that there 
IS a process whereby a broader mix of family income levels 
within a state promotes a rise in the income levels of the poorer 
families as well as those of greater wealth 

To return now to the basic issue how does the structu-e of a 
state’s economy contribute to the income levels of its citizenry ? 
It is hypothesized that an economy rich in economic inter 
medianes should have a stronger family income structure That 
is a state that has developed urban areas that have succeeded 
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Table 2 6 Zero order correlation coefBcieots among the mean 
median and the difference beh^cen the mean and 
median family incomes for all states hose i^ith 
above average wholesale sales and those viith beloi^ 
average wholesale sales 1970 



All States 

Above Average 

Below Aver'ige 


DIFAM70<* 

Wholesale Sales 

Wbolcsalv, Sales 



DIFAM70 

DIFAM70 

Mean lucome 

53 

40 

54 

Meatai' Income 

38 

25 

37 


Sourct U S Census of Population 

a Difference between the average family income 1970 and the 
median family income 1970 


through the stages of export specialization, expoit complexity 
economic maturation etc will attract and hold new growing 
industries as well as the mcome benefits accruing from the same 
(Thompson 1965 Chapt I passim ) 

To test this hyoothesis four regression equations were 
identified and est mated A cross section regression model was set 
up with the dependent variable being the difference between the 
mean and median family income levels of the stare Independent 
variables are represented by statewide aggregates of manu 
factuiing mining agriculture intrastate and interstate wholesale 
activities The residuals irom the equations determining variations 
in wholesale sales were used as the surrogate for interstate 
commerce while the difference between a state s actual wholesale 
sales and the residual score was used as the surrogate for 
intrastate trade activity Table 2 7 displays the results of these 
regression analyses 

The results show that three of the four eguat ons explain a 
statistically significant portion of the vanation in the income 
difference index Correspondingly in those three equations only 
the index of interstate wholesale activity was found to be a 
significant determinant of variation m the income index In each 
case the impact of interstate trade was to increase the value of 
the index of family income strength 
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Tablb 2 7 Regression eqnstions reiating & state s ecoDoniic 
stractnre to the difference between a staters mean 
family income and its median family income 

1967 1972 



States witn 

above 

average 

wholesale 

sales 

States with 

below 

average 

wholesale 

sales 

States with 

above 

average 

wholesale 

sales 

States with 

below 

average 

wholesale 

sales 

Irterstate 

013*“ 

099* 

013* 

02 

wholesale trade 

(0053» 

(047) 

(004) 

((M) 

Intrastate 

-022 


015 

03 

wholesale trade 

< 043) 


(026) 

(13) 

Manufacturing 

Ool 


— 038 

— 08 


(086) 


(052) 

(13) 

Agriculture 


— IS 


— 09 



(10) 


{ 21 ) 

Mining 

016 

— 02 

009 



(047) 

(07) 

(052) 


Constant 

1266 10 

13610 

1897 2 

1989 2 


43 

17 

57 

11 

F 

1 

2 3* 

3 4* 

93 

N 

15 

36 

IS 

36 


a This can be interpreted aa for a one millioa dollar incieaae in 
interstate wholesale sales the differerce between mean and median 
family income will increase by 013 dollars 
b Values in oaientheses are the standard errors of the net regression 
coefficients 

c. Constant is m terms of millions of dollars 
* CoefScient is significantly different than wio at 01 level 


CONCLUSIOK 


Given the extensive internal changes within the U S economy 
this research has examined the shifts that have ocouncd withm 
several of the more volatile sectors of that economy The results 
show that during the period 1967 to 1972 economic inter 
mcdiaries have not shifted to the Sunbelt* states at the same 
rate as has manufacturing activity To the extent that this lag in 
development among jobbers shippers, marketing specialists 
financial firms etc is capitalized into the permanent structure of 
the Sunbelt states this analysis suggests that low family 
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incomes reduced purchasing power, and a lower ax capacity wil> 
result or be perpetuated 

Public policy may or may not be effective m chang ng 1 us 
course of events However in order to give public ard pr'^atc 
decision makers workable alternaiives to this tutui-e further 
research must be mounted The dynamic model sugg s+ d bv 
McKeon shows that eacl class of producing firms develops 
different needs for intermediaries Some of these needs mav be 
developed within the leg on Othurs may well have to reside at 
the final demand end of the production consumption process 
Such research that is mourted must the efore txrraine the 
behavior and ne^ds of ench class of new firms ms a ru the roles 
of economic intermed anes 


FOOTNOTES 

1 The Sunbelt states form the southern tier of states which are 
currently rcceivino a large volume of immigration from Northeast rn 
and Northcentral businesses and families While several al ernative 
listings of these states may be compiled we have chosen to emain 
with Sale s list ng (Sale 1975) Tie Sunbelt sta es include all or 
parts of Florida Georgia Noith and South Carolina Ternessee 
Alabama Mis issippi Louisiana Arkansas Tejcas Oklahoma* New 
Mexico Arizona Nevada and Californ a 

2 For further woik m this mapping of residuals from regression see 
Lesliu King s 1969 work (King 1969 148 49) 

7 This problem is examined by means of the Goldfeld Quandt Tes in 
Appendix B 

4 With but one exception the same states were found to exist in, the 
1972 subsets of states Foi simplicity the 1967 based partition was 
used throughout the analysis 
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APPENDIX A 


GLOSSARY OF TERMS 


Agi-icaltaral sales 

The market \alue of all agriculture products sold represents the 
market /alne before taxes and expenses of all agricultural 
products sold in the census year including livestock and poultry 
and their products crops, including nursery products and hay 
■forest products and all miscellaneous products The figures 
include landlord s and contractor s shares 

Wholesale sales 

This includes merchandise sold and receipts from repairs and 
other services to customers whether or not payment was received 
m 1972 Sales are net after deductions for refunds and 
allowances for merchandise returned by customers Total sales 
exclude amounts other than those received from customers such 
as income from investment rental of real estate etc They 
include local and state sales taxes and federal excise taxes 
collected by the wholesale establishment directly from customers 
-and paid directly by ihe wholesale establishment to a local state 
or federal tax agency Gasoline liquor tobacco and other 
excise taxes paid by the manufacturer and passed along to ilie 
wholesaler are also included 

Sales do not include wholesale sales made by manufacturers 
retailers service establishments or other businesses whose 
primary activity is other than wholesale trade They do however 
include receipts other than from the sale of merchandise at 
wholesale (e g service receipts retail sales etc ) by establish 
menis primarily engaged in wholesale trade 

Msmnfactunng value added 

added by manufacture is derived by subtracting the total 
cost of materials (including materials supplies fuel electric 
energy, cost of resales and miscellaneous receipts) from the 
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alue of shipments (including resales) and otb®*" 
adjusting the resulting amount by the net cfaufg® >c-d 

products nd work in process inventories betwccu the btjj rn ng 
and end of the year 

Value added avoids the duplication in the value of shipnc its 
figure which results from the inclusion of the shspmerts of 
establishments producing materials and components along wich 
tl e shipments of estabhshments producing finisi ed P^'otuc s it 
does not exclude purchased services Nevertheless it is vorsid^red 
to be the best value measu-e now available for co uparng +pe 
relative economic importance oi marufacturing among ^ai s' es 
and geographic areas 

Mining value added 

Value added in mining sm.ce the 1954 census this measure Iii> 
been computed by subtracting tlie cost of suoplies etc and 
purchased machinery from the value of shipments and receipts 
plus capital expenditures 

Value added avoids the duplication m The value of snipments 
figure which results from the use of products of some estaonsh 
ments as supplies energy sources or materials by otneis 
Moreover it provides a measure not only of value added in 
mineral production but also m the development ot mineral 
prope’dies For these reasons it is considered to be the best value 
measure available for comparing the relative economic importance 
of mining among industries and geographic areas 

Manufacturing— Value of shipments 

Net selling values, fob plant after discount and allowances 
and excluding freight charges and excise taxes (delivery prices 
acceptable if delivery was included as integral part of plant 
operations as m milk and bakery industnes) Includes 
products made in the establishment as well as under contract 
from materials owned by the establishment Included were 
contract work performed for others, resales receipts for sale of 
scrap and refuse, and value of installation and repair work 
performed by plant employees 

Since the index of wholesale sales nsed m this analysis 
reflects intrastate transactions and processing of goods the value 
of manufacturing shipments and net value added is used as the 
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determinant of wholesale sales activity 

Listing of the definitions of the variables used in die study 
of wholesale activity for tbs years 1967 and 1972 



Variable 

Definition 


Manufacturing 

Value of manufacturing shipments by 
state 1967 and 1972 (in millions) 


Population 

1970 state population 1974 state population 
estimates (in thousands) 

1 

Income 

Mean family income 1970 

1 

Agriculture 

Agricultural sales 1964 1969 (m milhons) 


Mining 

Mining sales by state 1967 and 1972 (in 
millions) 

\ 

Wholesale Sales 

Wholesale sales by state 1967 1972 (in 
millions) 


AVI^C 70 

Mean family income by state 1970 

1 

MEDINC 70 

Median family income by state 1970 

1 

DIFAM 70 

Differerce between the average and 

( 


meaian family incomes 1970 


i 


! 


APPENDIX B 


THE PROBI EM OF HETFROSCEDASTICALLY 
DISTRIBUTED RESIDUALS 

In a cross sectional determ nants analysis the cases selected 
for inclusion m the regression model must produce a vector of resi- 
duals which are bomoscedastically distubuted (^ohnston 1972) 
This IS usually not a safe assumption to make for analyses of sets 
of states or for that matter intrastate systems of cities (Beaton 
1974) Tests must be performed to insure that homoscedasticity 
holds for the analysis The test used for this ourpose has been 
devised bv Goldfeid and Quandt (Goldfeld and Quandt 1965) 
Het“roscedasticity is detected by first ordering the cases 
■Within the desired partition by the increasing value of the depen 
dent variable second omitting a number of central observations 
m order to obtain residuals characteristic of either end of the 
size range third fitting separate regression equations to the first 
and last set of observations and lastly using an F distribution to 
test the ratio of the residual sum of squares from the former 
regression equation with those of tne latter 
The test ratio is 

where R has an F distribution with (n k 2m2/2 nklm Ijl) 
degrees of freedom and 

•S'! is the smaller value of the residual sum of squares 
Si is the larger value of the residual sum of squares 
n IS the number of cases present within the original pooled 
sample 

k is the number of central cases omitted, and 
m IS the number of independent variables used to specify 
the model 

If Si and Si come from the same linearly homoscedastic 
population then m all probabihty the R ratio should be a 
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number close to unity However if the population represented by 
one or the other end of the s ze range is characterized by disfi-ring 
structural conditions, the ratio will most likely generate a '■lue 
above unity If the size of this deviation is highly improbable 
the assumption of homoscedasuc ty with the pooled svstem of 
states Will be rejected and tl e pooled set of states wih not be used 
as the model of the determinants of state wholesale sales 

Table B1 shows that the residuals obtained from the pooled 
system of states is probably not homoscedastically distributed As 
a consequence at least two regression equations must be fitted 
One for states with above average wholesale sales the other for 
states With below average wholesale sales 

Table B1 Application of the GoJdfeM Quandt Test to the 
problem of the distribution o*^ ’■esiduali from a 
wholesale sales determinants equation using the 
pooled set of states as observations 

5i«336 285 576 
S's-SS 529 225 
n=51 

R=9A1 
H(17 17)=94 7 
F (0 01)=3 3 
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Interstate wholesale trade levels inferred from the residuals of 
the 1972 regression analysis and displayed on Table 2 4 Highest 
level scores represent states where residual score is above the 
thi^-d quartile while the lowest level scores are those below the 
first quartile score 
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Changes m interstate Jirholesalc sales as inferred from the 
differences m the residuals from the 1967 and 1972 regression 
equations respectively Higher level scores represent states whose 
dififerences m residuals are above the thiro quartile score while 
the lowest level scores are those below the first quartile score 
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ROLF G HEINZE AND THOMAS OLK 


THE TWO FACES OF THE INFORMAL SECTOR 


PRELIMINARY REMARKS 

The present paper focuses on the future development of the 
informal sector in the Federal Republic of Germany As a result 
of various problems that have arisen especially the employment 
and financial crises of the welfare state the informal economy 
which had been neglected for a long time is being brought again 
to the forefront of discussion The informal sector comprises any 
types of activities which are performed outside the formal 
“conomy and which do not show up in gross national product 
figures The work within the domestic household as well as jobs 
not registered in the official economy (especially moonlighting) and 
voluntary work for self help groups unions associations and so 
forth constitute an essential part of the informal sector (cf Berger 
andOffe 1982 Heinze and Oik 1982 Matzner 1982 I64ff) 
The rediscovery and the increasing importance of the 
inforira’ economy which exists beyond market and state has am 
■ambivalent character which we will discuss m the following with 
a View to some aspects On the one hand considermg the 
lasting period of economic stagnation the firms pursue changed 
strategies of fiexibilization designed to lower the cost of labor as 
wel as to adapt the ass gnment of work to the fluctuating demand 
for labor by circumventing the employment protection legislation 
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by the firms show themselves less n an expansjon of homework 
as It IS the case, for example, m Italy (cf M ng one 1981 but 
rather for instance, m a flexibiliaation of working hours and the 
resort to subcontracting While this strategy proves to cost 
saving for the firms certain groups of workers mereiy tal e such 
unprotected employments because they have no other possiouitie'- 
of o&cially participating m the labor market as a result of Iimitt,d 
options (e g women young people o’der and disabled pconie 
which are early excluded from waged employment illegal 
immigrants etc) 

On the other hand there are s gns that a re di ccuon is 
taking place as to the labor force behavior of certain groups For 
example tliere is the increasing w sh for shorter and more 
flexible working hours in order to have time lor extra p ofessiona^ 
activi les (various forms of leisure woik such as home mtiinienaiiCt, 
repair of cars and other technical equipment, neighborhood 
help etc) 

In the first section of the present paper we wiil give a 
general view of the actual labor market situation in the FUG 
Against the background of tne economic stagnation period sel'*c 
ted strategies of flexibihzation pursueo by the capital aredi cussed 
more in detail Then we will turn to the behavior of those gtoiips 
of workers which stnve for a new combination ofempIoymi.it 
and informal work 

WORK AND EMPLOYMENT IN THE 1980s 

An end to full employment 

When the economic and political situation in tne FRG had con 
solidated at the begmnmg of 1960s unemployment had become i 
marginal phenomenon Not only official policy but also the social 
sciences considered large scale unemployment to be a period 
belonging to the past Since the mid 1970s however this situation 
has changed fundamentally The FRG is experiencing comoara 
tivcly high unemployment levels for several years (on the annual 
average about 1 million persons), with a strongly increasing 
tendency during the past year and there are many signs indicating 
a chronic underemployment for the years to come In winter 
1981 82 the number of those unemployed nearly climbed up to 
2 million and thus reached the highest level since almost 30 years 
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Up until now the political system has relatively well coped 
witti the relatively high levels of unemployment Political cnse 
have failvd to come on the ground of the continuing underemploy 
ment One rather has the impression that the general public has 
go^ used to the high unemployment figures and regards the monthly 
rates of increase as inevitable fate A view to the other European 
count”ies even adds to this passive attitude the model Germany 
couid reach a relatively good position compared to other countries 
While unemployment rates of over 8 per cent became a per 
manent condition in Belgium Great Britain Italy and Ireland ihe 
unemployment rates of the FRG were relatively favorable up 
until early in 1981 During the last months however the situation 
likewise has changed for the worse It is true that the number of 
those unemployed which amounted to 5 6 per cent in 
November 1981 was distinctly lower than that of most other EEC 
countries m Great Britain the unemployment rate was 1 1 3 per 
cent m Belgium 12 8 per cent and in Italy 9 5 per cent only in 
Luxemburg and in Greece it was noticeably lower But the FRG 
however has experienced the relatively highest mcrease m 
unemployment rates In the EEC alone the number of those 
unemployed has surpassed ihe 10 million mark m December 1981 
so that quantitative comparisons with the world depression 
occurring towards the end of the 1920s and the begmumg of the 
1930s and the mass unemployment which was attached to it m 
several regions cannot be denied 

As to the development prospects on the labor market both 
the supply of labor and the overall growth rates (demand) are two 
central factors which must be taken into account In contrast to 
the^l9703 labor potential will increase relatively strongly in the 
years to come From 1975 through 1990 the German labor 
potential alone will raise by over 1 million Certainly, the total 
number of the German resident population will steadilv decrease 
till 1990 but m return the age classes with high birth rates push 
on t the labor marxet seeking employment possibilities whilst at 
the same time the age classes of pensioners decimated by war 
vacate only very fewpositions 

It IS difficult to establish exact figures with respect to ffie 
concrete labor potential since not only the total number of the 
age-ehgible population but also the extent of labor force participa 
tion IS important On the basis of the hitherto existing labor force 
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participation rates it can be assumed that the labor force partici 
pation of retired persons will continue to slightly decrease while 
female labor force participation did not decrease in spite of ti e 
economic crisis but rather adapted to the fluctuations o*'the 
market and increased aid will continue to increase if the present 
trend carries on Of course it cannot be excluded that ip 
the case of constantly high unemployment levels the female labor 
force participation rate will cease to increase But it is lik ly that 
a possible withdrawal from the labor force will be accompanied bv 
more conflicts than it was the case in the 1960s when women 
flexibly adapted to the course of the business cycle As a result 
it can be derived from the forecasts that an increasing labor 
potential is pushing on the labor market Alone in order to coun 
teract the demographic shifts as well as the increasing tendency 
of women to take an emplojment it would be necessary to create 
at least over 1 million new jobs 

Whether the imbalances of the labor market will continue to 
increase depends to a large degree on the extent of the demand 
for labor In contrast to the relatively reliable forecasts as to the 
demographic development estiirations with respect to ♦he 
development of demand and growth rates are more difficult to 
establish and therefore differ more strongly However there is 
agreement on he fact that a real annual growth rate of more than 
6 per cent is necessary in order to gradually dimmish the actual 
uncmplojment Let alone the question as to whether such growth 
rates would not create new environmental and natural resource 
exhaustion problems ail forecasts agree that such growth expecta 
tions are unrealistic The factors accounting for that which are 
mentioned m the literature can only be touched upon very briefly 
here On the one hand the enormous rise of the energy ird raw 
material prices has led to a decline m demand m the past few 
years which cannot be compensated even by additional orders of 
the oil producing countries Furthermore, there are signs tha* the 
market for conventional manufactured goods especially for 
durable consumer goods such as cars electrical appliances housL 
hold equipment and so forth has reached saturation point TI c 
new conditions on the world market also add to the exist ng 
stagnation On account of the changed international distnbut on 
of work involving the transfer of mdustrial production from the 
traditional industrial countries to the so called low wage or tbres 
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hold couctries and the increasing import competition a great 
nun her of jobs is being destroyed m the FRG 

A bottleneck in growth thus appears m outlines which takes 
the place of the postwar penod of prosperity with hign growth 
rates As far since the 1 950s there is to be noted a decline m 
growth rates whilst the average annual growth rate of production 
increased by 7 2 per cent during the decade 1950 60 the increase 
merely was 4 6 per cent m 1960-70 and even only 3 4 per cent 
m 1968 78 

Most forecasts relating to the economic development m the 
i980s are based on the assumption that the growth rate will 
amount to 3 4 per cent but that it will probably be lower Some 
authors even predict a long period of economic stagnation and 
rapidly increasing unemployment levels To explain the lasting 
accumulation crisis recently it is often referred to the theorem of 
long waves m order to point to the enduring character of the 
economic stagnation on the one hand and +o the histone return 
of depression periods on the other hand 

Up until now the Federal Republic of Germany experienced 
no acute political crisis An important mechanism to reduce 
social tensions is the uneven incidence of employment Latent 
employment conflicts were controlled by the fact that the 
marginal groups on the labor market were first affected by the 
crisis whilst the core of the workers is still relatively safe from 
being hit by unemployment Both the risk to be thrown out of 
work and to remain unemployed for a relatively long period 
mainly hits upon the vulnerable groups on the labor market The 
problem groups of the labor market comprise the disabled older 
people young people and foreigners 

TIIE INFORMALIZATION OF WORK RELATIONSHIPS THROUGH 
FLEXIBILIZATION STRATEGIES OF THE FIRMS 

Without considering here carefully the details of b anch specific 
characteristics and business structures new strategies of employ 
ment of the firms can be observed which modify the traditional 
principle to keep the permanent workforce and to employ 
additional personnel as the case may be depending on the 
economic situation Under the conditions of intensified competi 
tion and trends on the market which are difficult to predict 
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the firms ncreasingly turn to the pract cc to level out fluctua 
tions n the r demand for labor by flex bly us ng the permanent 
labor force and to manage as far as possible without hav a g 
recourse to external labor markets By this means the firms try to 
evade the rigidities ensuing from the legal and collective agree 
ment provisions of labor protection (e g protection against 
arbitrary dismissal etc) 

Evidence for the firms strategies of shielding fioir the 
external labor force and flexibly using the internal labor force ire 
the increased deviations from the standard working hours These 
deviations include both overtime and short time work which even 
can occur simultaneously within the same firm, but also part time 
work and subcontracting Thus the number of hours spent on 
working overtime and on additional shifts has constantly increased 
since 1960 even in the crisis year 1975 the total amount of this 
additional work exceeded unemployment (cf Mendius 1979) 
Such deviations from nominal working hours are admitted to a 
large extent by the legislation on working hours and the working 
time regulations dating from 1938 which are still binding Thus it 
IS possible to extend the 8 hour day to approxunately 10 hours if 
there is an urgent need (e g economic interests of the firm) 

As an effective control of extra working hours through 
collective agreement provisions has not been achieved up to now, 
the works council or the staff and the management clash in the 
bargaining of extra hours and extra shifte From a comparative 
study of an automobile concern and dock workers conducted by 
Dombois (1980) results that such regulations are always 
negotiated on an informal basis when the type of work and the 
existing technologies impede generalization and standardization 
Aside from extra work part time work is playing an impor 
tant role within the scope of the flexibilization strategies adopted 
by employers The proportion of part-time workers of tiie total 
labor force has ncreased from 2 6 per cent in 1960 to 8 5 per 
cent in 1978 these tre not quite 2 milhon wage and salary 
earners from which the most are women {over 90 %) Added to 
this must be the number of part time employees working only 
seasonally or fewer than 15 hours per week (statutory limits 
where social security contnbutions are not compulsory) they are 
estimated to amount to another 900 000 (cf Bacher 1981) Part 
time work which has been done up to now mamly by marned 


The T VO Faces of the Informal Sector 57 


women with children of school age will further expand m the 
near future There is however a relatively large gap between the 
supply of and the demand for labor on this specific labor 
market The vast majority of oart time workers has a job in the 
service sector such as venoor office worker or charwoman 
Although part time work occurs on all levels of qualification it is 
mostly to be found with respect to unskilled activities involving 
h gh psychic and physical strain 

The expansion of part time work is due to the firms 
flexibihzanon strategics which are designed to harmonize the 
volume of work with the supply of labor to achieve increases in 
productivity through shortening individual working hours as well 
as to recruit groups of workers (especially women with children) 
which can only dispose of a limited amount of time The 
implementation of this strategy can be observed above all in the 
retail trade Here full time jobs arc m some cases divided up 
into part time jobs in order to manage the varying volume of 
work with a minimum of costs In this context the capacity 
oriented variable working hours (KAPOVAZ i e German 
abbreviation) have become especially known The purpose of this 
variant of working hours which has been introduced above all by 
department stores and supermarkets is to make an optimal use 
-of the body of workers m relation to customers attendance The 
capacity oriented variable working hours can be seen as a 
consequent realization of flexible labor force use which enables 
all firms confronted with fluctuating demand for labor 
(especially in trade and other service sectors) to keep their 
permanent labor force the smallest possible and to manage peak 
hours by means of part time workers which can be employed in 
case of need Tne considerable gam m flexibility resulting from 
all vanants of part time work on the side of the firms contrasts 
With a legally undefined status on the side of tlie workers (cf 
El gfer 1982 Gabriel 1982) The workers are thus more at risk 
of losing their jobs as the employer has in case of dismissals to 
paj regard to the importance the job has for the individual In 
addition there are larger margms as to the admissibility of 
contracts of employment concluded for a limited period 

However many of the women in part time employment do 
not come up to a certain number of working hours and a certain 
amount of earnings they perform a so called *minor job This 
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IK wby they do not fall under the provisions of the law governing 
health soc al and UDemploymcnt nsnranccs Thus part 1 me 
employees working not more than 10 hours per week are not 
eligible for rights relating to continuance of pay during sickness 
Likewise part time employees working fewer than 15 hours per 
week and earning not more than 390 marks per week ^.re not 
covered by the social insurance reeulations At the same time 
they are not required to pay contributions to the Federal Agency 
for the Placem'*nt of Labor and Unemployment Insurance and 
are more likely to be dismissed The number of women affected 
by this tendency towards the suspension of the protective labor 
legislation can be calculated for 1977 according to the Micro 
Census 2 18 million female blue and white collar workers hold a 
part time 30b but only i 32 million paid compulsory contributions 
to the social and unemployment insurances the remainder of 
800 000 hence does minor jobs which are not covered by the 
protective labor legislation 

Parallel to the increasing importance of flexible working, 
hours subcontracting has also increased in the last several yearv 
Especially within branches experiencing relatively great cyclical 
and seasonal fluctuations (construction industry shipbuilding 
etc ) employers are turning more and more to the practice of 
managing variations in their demand for labor with a minimum 
of permanent labor force and additional workers hired at short 
notice if required Though there is likewise not always a clear 
definition of legal status in the case of subcontracting 
encroachments upon the protective labor legislation can never 
flieless be stated A higher risk of losing the 30b must be added 
They have different hours of work contracts of employment on 
a temporary basis no claims to hold certain positions Central 
conditions of work are regulated on an individual basis and not 
by collective agreement as it is the case for the permanent labor 
force The minimum standards and protective regulations which 
are guaranteed to the permanent labor force through the 
collective bargaining contract do not apply to the subcontiact 
and part time workers although they are employed m the same 
firm and possibly carry out the same work Their marginal status, 
which confers to them, the function of an institutional buffer 
group IS reinfort-ed by the fact that they are not participating in 
institutionalized forms of collective organization (Dombois and 
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Osterland 1981 20) 

Since the beginning of the 1974 75 recession the sub 
contracting branch has developed by leaps and bounds In 1980 
there were already about 1 400 lawful subcontractors wherea 
their number amounted not quite to 770 in 1977 the number of 
the legally employed subcontract workers increased likewise from 
about 9 000 in 1975 through 21 000 in 1977 to 47 000 in 1980 (cf 
Sozialpolitische Umschau 10 4 1980) However reliable data are 
available only with a view to lawful subcontracting which has got 
its legal basis in 1972 by the Law Governing Professiona’ 
Subcontracting 

Experts estimate however that a by far larger extent of 
illegal subcontract workers must be taken into account Its size 
vanes depending on the specific branches often there are 6 
through 10 illegally employed persons to one legally employed 
subcontract worker Illegal subcontract work occurs primari’y in 
the construction industry but also in the case of assembly w ork 
in the metal working industry and as to dockwork Subcontracting 
IS concentrated m large towns and overcrowded areas Often the 
illegal work is earned out by work immigrants , in 1979 alone 
27 600 foreigners were picked up which did a job viithout a work 
permit and in 29 000 cases firms had employed foreigners having 
no work permit These figures might even be higher m 1980 and 
1981 

As no detailed studies on illegal subcontracting are available 
a brief outline will be given of the situation m Bavana which has 
been investigated more in detail by the Bavarian association of 
the German Federation of Tiade Unions According to the figures 
supplied by the German Federation m Bavana alone there are 
about 300 lawful and 500 illegal subcontractors Approximately 
50 000 pe sons, among them 30 000 alone m the district of 
Munich are working in these firms which are often co managed 
by foreigners The majority of the illegal subcontract workere 
comes from Yugoslavia and Turkey but increasingly also from 
Great Britain and the Benelux countries Protective labor 
regulations of the firms and collective agreement provisions ire 
being evaded particularly through this form of subcontracting 
Thus the protective function of collective labor agreements and 
the tariff uniformity is impaired to a considerable extent At the- 
same time this slave trade causes substantial losses m income 
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taxa on and social security contnbut ons In the case of the 
illegal subcontract work we unmistakably confront processes of 
deprivation of rights whereas the legal subcontract workers 
certainly hold a special however disadvantaged status in 
compan on with the permanent labor force but after ail they 
arc not legally discriminated 

In the ligat of the variable working hours which are 
increasingly spreading in the past few years and the prospering 
branch of subcontractirg we have tried to point out that the new 
flexibUization strategies adopted by employers are gaining m 
importance on the demand side of the labor market It surely 
Would be possible to find further examples for instance the 
increase of homework in Italy and other countries (cf Rubery 
and Wilkinson, i980 Mingione 1978 1981) which also show 
the tendency to evade the protective labor legislation and limit 
tne potential for collective action through internal division and 
fragmentation of the workers The dividing up of the workforce 
raises considerable unification problems for trade union policy 
(cf Heinze et al 198 lb) 

In the following we turn to the supply side of the labor 
market m order to examine the question &s to whether the 
workers also tend to deviate from the model of the full time 
wo'ker 


THE CHA^GING VALUE AND THE DIMINISHING 
IMPORTANCE OF EMPLOYMENT 

The respective labor force participation depends on tbe 
concurrence of a great number of subjective and ‘objective 
factors As far as the type and the extent of the desired employ 
ment were concerned central variables such as age sex place 
within the life cycle, and value patterns on the one band and 
labor market policy wage levels and tax load on the other hand 
have been investigated Recently however more attention has 
been paid to the fact that the domestic household itself 
constitutes a productive unit within which goods form the formal 
economy and time are being combined in order to produce 
oommo^ties (cf the contributions m Ostner and Pieper 1980 
Fenstermaker and Berk 1980) This change in perspective brings 
into view that the level of reproduction of the household 


The TvfO Faces of the Informal Sector 61 


members depends not exclusively on the earmngs from paid 
employment but also on the income from the home economy 
The domestic household is developing more and more a 
capital and technology intensive productive sector rather than 
being jUst a center for consumption Capital investment in the 
average household (durable consumer goods cars mechanical 
gadgets) IS higher today than the average commercial firm needed 
a hundred years ago (cf Joerges 1981) Consequently according 
to Gershuny (1981) new consumer needs are satisfied less by 
services than by goods in conjunction with do it yourself Thus 
a so called domestic do it yourself sector is emerging w ithm the 
domestic household 

Individual deviations from the normal full time worker 
holding a stable position occur in various forms aad have— as 
we are assuming — acquired another signification m the past few 
years Several empirical studies suggest that the attitudes towards 
employment are changing Evidence for this change is the 
increasing attraction of employment opportunities outside 
constant employment the direction towards diversified and 
autonomous activities the reduced effectiveness of the wage 
incentive as well as the higher demands concerning the conditions 
ot work (cf with respect to the FRG Kmieciak 1976 , Oik and 
Otto 1981) This change in value patterns coincides wita a 
simultaneous change as to the importance attributed to the life 
spheres within which the respective values shall or can be 
realized the subjective importance attributed to the work sphere 
decreases whereas the importance of the leisure sphere is 
increasing This change m direction is not limited to younger 
workers symptoms of decline as to the traditional work ethic 
have been repeatedly identified (cf Strampel 1977) From the 
comparison of survey data collected during the 1950s and 1970s 
follows that the importance employment has for the individual 
has strongly decreased, especially among the male occupied 
population (under 30s age group) whereas women as a umt 
show a greater interest in paid employment It seems that 
jQousework and nonmarket activities mcrease in attraction 
especially for younger men Furthermore several studies 
onductcd on working hours preferences suggest that an ever 
increasing number of workers would in certain cases make use 
of flexible hours of work remaining under the normal 40 hour 
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■week {cf Mertens 1979 Goiz 1980 136jff) 

The chaQged attitiides towards work have led to a re 
direction in. labor force behavior Informai non contractuai 
kind*! of work gam increasingly in attraction as compared to 
waged labor Such nonmarket activities include not onI> 
alternative forms of work within craft cooperatives or self help 
groups but also various forms of leisure activities such as house 
building repair of cars and technical appliances home decorating 
gardening as well as the development of the do if yourself 
movement (cf Dahrendorf 1980 Berger 1982 , Vonderach 
1982) 

This change m labor force behavior finds a particularly 
prominent expression m the activities of alternative projects winch 
are increasingly spreading m the FRG (cf Huber 1980 , Hollstem 
and Penth 1980) On account of the limited possibilities of 
access to the formal labor market it is mainly young people 
which are turning to look for and create alternative job 
opportunities such as for example small craft trades rural 
communes shops and the like The relatively unskilled young 
sters which are coming mainly from the working classes are 
joined by students and graduates who reject the alienation of paid 
work and therefore rather try themselves as new self employed 
(Vonderach 1980) 

Another kind of non contractual work is the expanding 
moonlighting In other Western European countries for 
example m Italy and Great Britain but also in the USA ( black 
or secret economy) moonhghting which is very difficult to 
control has an estimated share varying from 7 to more than 10 
per cent of GNP showing an increasing tendency (cf Gershuny 
andPahl 1980 Shankland 1980) As to the FRG an increase 
in moonlighting is likewise to be registered according to the 
figures supplied by the Central German Trade Association 1980 
was a record year for moonlighters especially for bncklaj ers 
roofers painters joiners and heating plant constructors 
The annual turnover of moonlighting varied between 30 and 40 
billion marks (cf Gretschmann and Ulrich 1980) Recently 
governmental authorities are again increasing their efforts to 
control these activities Domg so, they are supported by the 
Central German Trade Association for whom moonlighters 
constitute unwelcomed competitors for its own clientele In spite 


The T^^rO Faces of the Informal Sector 63 

of various measures that have been taken (e g extension and 
redefinition of the notion of illegal work and increase of 
penalties) it is not to be expected that the size of moonlighting 
will noticeably decrease as it constitutes in many respects a 
response’ to the malfunctioning of the formal economy On the 
side of the workers moonlighting is gaming increasingly in 
attraction as the levels of income taxation rise and the demand 
for moonlighting corresponds with the lack of quick and cheap 
professional services 

A further kind of informal work which is only very difficult 
to distinguish from moonlighting is neighborhood help Individual 
work undertaken in the neighborhood which does not enter into 
national accounts statistics comprises activities such as repair 
of cars home maintenance, help in gardening shopping and 
messenger services The reasons for this kmd of neighborhood 
help are roughly the same as in the case of moonlighting 
on the one hand neighborhood help can be seen as a response 
to craftsmen and repmr services which are too dear and too slow 
on the other hand it forms part of the strategies for reducing 
reproduction costs in view of the relative income losses resulting 
from inflation short time work and unemployment 

Added to this must be the element of immediate job 
satisfaction resulting from the autonomous organization of work 
(not only the goods and services produced but already the very 
process of work ofiers possibilities of job satisfaction) Further 
more neighborhood help includes also services oriented towards 
the person which act as a substitute for the public provision of 
services These services comprise care of persons m need of 
nursing raising and looking after children care for sick persons, 
and so forth This kind of neighborhood help can be viewed as a 
response to tendencies of state failure The lessening quahty and 
the dismantling of social services in face of the increasing costs 
in the service sector as well as the lacking orientation of govern 
mental and local bureaucracies towards the needs of consumers 
favor the development of independent forms of need satisfaction 
In the course of industrialization and urbanization however the 
performance potential of the neighborhood has been largely 
reduced to residual functions According to the evidence 
furmshed by empirical studies neighborhood is being conceived 
of at best as a subsidiary help mstitution which steps in when 



64 Urban Lconom cs 


government ard familj- rel t ons fa 1 (cf Hainm 1973 Schubert 
1977) 

THE SOCIO POLITICAL PROSPECTS OF ""HE INFORMAL SECTOR 

In view of the fact tl at strategies for increased flexibilitj of work 
aie being followed not only by the employers but also by the 
workers it v-ould be concluded that these developmen s procuce 
no negative efiects Consequently the restrained scope of 
applicat on and the reduced effectiveness of the en ploymept 
protection legislation could be regarded as a result or the 
voluntary preferences of those involved 

On closer examination however this view proves to be false 
those groups of workers whiCh are primarily afltcted by the 
flexibilization strategies of the firms are not identical w th those 
groups of workers which are p actising a deviant labor force 
behavior on their own account Thus for example part time 
work IS one of the strategies of employers to improve their access 
to labor leserves hiilierto unused Female workers which dispose 
only of a limited amount of time on account of their family obh 
gations are in a particularly marked state of dependence vis a vis 
the firms offering part time jobs That is why they have to accept 
particularly monotonous and degraded work as well as low wages 
and lacking promotional opportunities if they are to find a job at 
all A similar st''te of dependence often exists m the case of 
subcontract work This applies first quite obviously to the legal 
forms of subcontracting where for example the distress of the 
immigrants is being taken largely advantage of But it applies 
also to those workers which on account of their personal 
situation seek only a temporary employment Deviating from 
normal constant employment implies for them likewise a 
discnmination as to legal status 

The situation is quite different m the case of those groups ot 
workers which prefer shorter and more flexible working hours on 
account of their material saturation and changed value patterns 
There are no negative effects resulting for them from reduced 
protection by collective regulations their material security and 
their specific skills confer to them a stronger position m relahon 
to the firms Also without benefiting from employment protection 
legishition, they are able to give weight to their work related 
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interests Workers on whose skills the firms depend to & high 
degree are more likely m a position to succeed with special 
demands concerning the conditions of work as well as to 
successfully resist to an unconditional subordination of their own 
interests to the goals of the firm 

The firms strategies for increasing the flexibility of labor 
amount to stabilize the formal capitalist economy at the expense 
of the development potential of the informal sector This ooloniz 
ation of the informal sector could be avoided in our opinion by 
implementing the strategy of the complementary network It is 
based on the recognition of the efficiency and effectiveness and 
the specific productive capacity of informal activities and on an 
acceptance of the principle that these should be given the chance 
to develop In our view the informal sector could be especially 
productive in areas where a flexible personally oriented supply 
with non standardized and non professional goods and services is 
desirable In addition not only the goods and services 
produced, but also the autonomous method of production would 
create job satisfaction and thus could revitalize underused skills 
and abilities for self help Wherever informal activitiBS prove to 
be able to more adequately satisfy needs as state or private 
market provision, these private initiatives must be especially 
encouraged Accordingly private market and state actvities 
should be limited to those areas where informal activities would 
be likely to fail Whereas there can be Lttle chance for expansion 
of the informal sector m areas of economic production which 
require high capital or skill input, it is to be expected that 
considerable development potential exists in particularly labor 
intensive areas It must in any case be dependent on an adequate 
material security of those working within the informal sector and 
a voluntary decision as to whether or not join the informal sector 
This must mclndc flexible transitions from one sector to another 
without loss of rights and protection Shorter and more flexible 
working hours as well as liberal regulations on part time working 
longer holidays flexible retirement ages etc would help to 
establish a permanent exchange between work spheres Shorter 
and fluid working hours would greatly increase the possibility 
for individuals to combine formal employment with some 
mdividual private activities With that, the combination of formal 
and informal work would not only be realizable — as was stated 
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al3ove~for a small group of privileged workers but would be 
potentially achievable for all suppliers of labor The most 
significant area of expansion of informal activity has been the 
•iocial services which were previously controlled by professionals 
and bureaucrats The old the sick the children can be cared for 
by community groups or seif help groups alternative educational 
and day care centers can be organized and alternative therapy 
refuge and youth centers can be set up 

'Wye future ofv^ork accordingly lies not exclusively m waged 
employment but more and more m activities which are not 
oriented towards money making Individual social and profes 
sional skills would face new challenges Individuals would need 
skills such as cicativitj craftsmanship organizing genius and 
they would need to be more gregarious—i e they would need 
skills which are not used m our present system Added to that 
the informal sector s operations depend on the existence of 
functioning social relationships for example on the community 
or neighborhood levels or among like minded people 

A considerable proportion of economic output however can 
only be produced in a capital and technology intensive system 
If higher productivity in these areas could reduce the number of 
man hours needed then there would be more freedom for 
manoeuvre for privately organized activities Indeed it is only 
poss b!e to protect the informal sector from being assimilated 
into the capitalist modernization process if the radical political 
reformers start pressing the case for autonomy and industrial 
democracy i e for humanization of work An extreme st ategy 
to liberate us from work-such as it is brought forward by 
proniment proponents of socialist ecology (cf esoecially Gorz 
1980 )— surrenders the very core of the work oriented society 
without a struggle without even considering the possibility of a 
productive co existence of humanized wage earmng and 
autonomous private work To discourage unrealistic expectations 
1 e illusions as to an empire of freedom it must always be 
remembered that the political protagonists of such a concept 
seem at present to be diverse and beset with internal and external 
conflicts which prevent the realization of their model of society 
Their major opponents are all the institutions and social forces 
whose existence depends on the present system of production 
distribution and consumption Among these central representa 
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tives of the waning work oriented society rank last but not 
least the trade unions which cannot do other than draw 
their own conclusions — about the consequences for their own 
organ zation of the future development of work For example 
besides the immediately employment related interests th#‘y could 
also promote the interests of those which have been placed out 
of the system of waged labor and which are developing — more 
or less voluntarily— informal economy activities fcf Heinze et al 
1981b) A strategy for transforming society must proceed 
cautiously and must first of all break down the restrictions to the 
expansion of the informal sector For example the tight 
connection between the wage and welfare systems must be broken 
and the imperative need for flexible working hours and orgam 
zational structures must be put into action 
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CHRISTINE FUREDY 


THE INFORMAL SECTOR IN CALCUTTA 
Issues for Analysis 


The term ‘informal sector is the legacy of attempts of the late 
1960s and the 19703 to characterize and explain the economic 
dualism of modernizing societies in the context of concern about 
income earning opportunities It is one in an evolving senes of 
terms whose origin stretches back ten or fifteen years at least 
Like Its predecessor twin terms—modern/traditional firm centred/ 
bazaar type upper and lower circuits, regnlated/unregulated — the 
formal/mfortnal set has come in for a good deal of scrutiny and 
criticism ^ There have been several types of critique and differing 
levels of criticism ranging from those that accept the basic 
referent of the concepts (i e accept some kind of dualism in 
economic structures) but that object to the terms formal and 
informal through those that seek to modify unduly dichotom 
ous or static analysis based on the concepts, to those that have 
argued that a sectorial framework however labelled and how 
ever elaborated is fundamentally flawed ® In spite of this on 
slaught the concept has taken root in academic studies and 
policy discussions and has served to focus attention on a number 
ot problems of employment and the urban poor in developing 
countries 

Undoubtedly the principal factor m the general acceptance 
of the term informal sector in the last decade was its use m 
studies sponsored by the ILO under its World Employment Pro 
gramme (WEP) which grew out of the ILO/UNDP mission 
report on Kenya E-nploym nt Incomes and Quality (1971) ^ 
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The ILO urban zation and employment research project has 
sponsored a senes of ease studies of selected c ties * all mak eg 
reference to the informal sector with an ultimately coirparat!\t- 
purpose Two of these have been of Calcutta However the 
international literature on employment and the informal sector 
contains few references to them Indeed the multifaceted deb te 
about employment problems and uiban economies rarely includes 
Indian data The aim of thiS paper is to examine the use of the 
informal sector concept m discuss ons of employment 1 1 Calcutti 
considering the art culalion ol issues foi this city ii tl e light of 
current ti ends of resea ch and discussion This analysts sho ild 
raise questions concerning the use of the concept as a b sis for 
policy recommendations and its applicabih y to comp'ex 
Indian city I will limit rny discussion to the two WtP cise 
studies of Calcutta s emplojment characteristics and problems 
Urban Development and Employment The P)o<:pccts far Calcutta 
by Harold Lubell (1976) and Calcutta and Rural Bengal Small 
Sector S) mbiosis by A N Bose (1978) ® 

Terminological debate 

For the present purpose I do not wish to elaborate upon the 
terminological debate nor to examine in any detail the position 
of scholars who have argued that curreni trends of analysis are 
seriously in error With respect to the former let me simply s ly 
that the fterms themselves are problematical if taken too IiterJly 
or if used to simplify or restrict the examination of a verj 
complex reality It would seem that regardless of what terms 
are used for socio economic structures our analysis require ns i 
starting point some means of denoting when important contrasts 
exist within a society in terms of employment earnings and 
economic and social organization One may start by describing 
these contrasts m a dichotomous framework but inevitabl> 
detailed analysis will reveal intermediate cases Our initial 
organizing concepts must not be set in stone so that alternati\e 
modes of analysis are overlooked and data are artificially fitted 
into an infiexible framework The formal/mformal distinction 
may well prove more applicable to some societies than to others 
and it may be more relevant to certain types of discussion than 
to others 

3n accepting the terms “formal and mforaul sectors for 
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the purpose of this discussion I assume that we must look behind 
the facade of the labels to examine the assumptions underlying 
their use This is particularly impormnt when the concepts are 
used as a starting point for policy recommendations for complex 
urban economies 

Blocicages or linkages 

When the terms formal and informal are accepted there is 
still a difference among scholars according to whether the 
emphasis is placed upon the distinctions between the two broad 
sectors which are assumed to exist in the economy or upon the 
linkages between them This has been the mam thrust of the 
theoretical (or quasi theoretical) discussion m the last few years 
Some scholars see the informal sector as operating with, a good 
deal of independence from the formal sector an independence 
which results on the one hand from the lack of enumeration or 
regulation of certain actnities and on the other from the urban 
poor s lack of ready access to formal ms itutions They emphasize 
blockages in labour mobility resources markets and informa 
tion Thus an influential paper published by a World Bank team 
m 1976 argued that dualism in the form of contrasting techno 
logies was not per se a sign of a disfunctional economy but 

The problem in countries with restricted labour markets is 
that It becomes a discontinuous form of dualism The two 
segments of the economy are isolated from one another the 
possibility of stepwise adjustments and of movement of 
labour capital and innovations between sectors is blocked 
both are made more inefficient than they would otherwise 
be* 

This poiition is very different from the argument of neo Marxist 
scholars who interpret the informal sector in terms of the 
dynamics of international capitalist penetration of third world 
economics These scholars wish to define the informal sector 
more in terms of its * structural relations to the formal sector 
than its contrasts with that sector They emphasize the depen 
dence of the informal sector upon the formal m line with their 
understanding of underdevelopment Hence they would mterpre 
linkages between formal and informal sector enterprises not a. 
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eiitrepreneunal outr caches but as the result of capitalist corpora 
tions seeking to marginalize pettj capita ists or to coopt informal 
sector workers ^ 

The former position has as its corollary the assumption that 
the dynamism of the informal sector (which many see as the hope 
for its positive contribution to the economy) resides mainly m 
Its unregulated unhnked characteristics In contrast Fortes has 
argued that its existence and dynamism are dependent upon 
the formal sector ® A less ideological statement come irom 
Gerry it is the relations between these diffetent syitems or 
subsystems of production which dete-roine those phenomena which 
Will characterise each of the elements of the ensemble ® 
(emphasis added) 

The orientation to blockages on the one hand or to 
linkages on the other is important because it can lead to 
quite different policies for intervention m the economv 

Productive enterprises and senices 

There is one further aspect of the evolving discussion of the 
last decade which should be noted When attention was first given 
to employment problems in the developing countries the feature 
considered to be most prominent m the informal sector (it was 
not usually so labelled m the early 1960s) was the multiplication 
of petty trading and services which was considered a mark of 
underemployment The lower levels of urban economies were 
viewed predominantly as unproductive Subsequently largely as 
a result of the combined effect of the Kenya mission report and 
independent research elsewhere researchers pointed to the 
productive enterprises of shantytowners migrants and 
untrained urban dwellers There was a desire to counteract the 
negative conceptions current in commentaries and policy docu 
ments Once these small scale enterpnses were seen as holding 
hope for employment generation the earlier corrective point 
became a predominant emphasis Reading many of the discus 
sions of the last few years one might easily conclude that the 
informal sector consisted largely of productive undertakings the 
unproductive service occupations (including retailing) and 
other aspects which do not appear to be amenable to intervention 
are practically lift out of account Preoccupied with policy mak 
mg the WEP studies have reinforced this tendency 
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Relevance of international discussion to India 
How relevant are the issues being debated in African and Latin 
American countries for the understanding of Indian cities f 
Certain aspects have not become points of controversy m Indian 
research One need not bother to ask for India whether the infor 
mal/formal division is too simple and whether intermediate sectors 
must be distinguished Nor can it be said that the nonformal parts 
of +he economy have been overlooked as was m for Kenya “ 
Analysis of the Indian economy has incorporated understanding of 
cottage industries m urban areas and distinctions have been 
made between the small scale productive sector and the larger 
scale India has recognized the differences even further in defining 
a ' tiny sector with its distinct problems ^ Since independence 
the needs of these sectors have been included in policy 
■discussions (Whether they have received the support which some 
advisors now call for is another matter > The mam point is that 
the productive enterprises of the informal sector have been 
seen as having a distinct role m industrial strategy (The service 
occupations have not however received so much attention ) 

Hence it is not surprising that Indian analysts have not 
thought It necessary to enter the international discussion about 
the forraal/informal dichotomy The great diversity of the 
uational economy and the size of each distinguishable category of 
enterprise or occupation for India as a whole (and for large cities 
in particular) has left no doubt that the country possesses a 
■continuum of enterprises Again the issues raised regarding petty 
producers the self employed and the coopted workers take 
on a different import m a complex economy simplistic charac 
tenzations of informal sector employment will not hold The 
more important task becomes to distinguish significant categories 
and relationships in such a way as to understand the roles of 
different occupations and styles of enterprise within the economy 
In summary, one does not find in large Indian cities the sharp 
contrasts which have been emphasized for smaller African cities 
With respect to complex c les one might expect to find greater 
attention paid to the dynamics of interaction between different 
types ot enterprises and oc-upationa! groups both within 
definabK sectors and bstw-ei th m This concern is em rging as 
an important one for research in Calcutta 
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Harold Label] s stody 

The study which was published as Urban Dewlopn ent and En pi i 
merit the Prospects for Calcutta was undertaken as one of the 
first of the city case studies of the urbanization and employment 
project of the WEP The stated aims were to suggest practical 
policies for improving the employment situation by drawing upon 
the research and knowledge of local institutions and to suggest 
future research orientations ard lines of policy discussion Each 
of the ILO case studies published so far Ins given some consi 
delation to the c ty s relation to the national economy the “ole of 
migration m employment pressures the characteristics of the 
labour force and the economic eflt-Ct of urban infrasfncture 
development in a recent explanation of the -esenreh series S V 
Sethuraman suggests that the mformal sector was the principal 
concern in each case The intention wts to make comparisons 
among cities possible Thus while the studies have policy 
recommendatiors as a priority analytical frameworks and 
research directions were to be developed as a basis for further 
research 

In the light of these goals one would have expected that the 
Calcutta s udy would dcAOte considerable attention to the 
informal sector both, because Calcutta is regarded as having one 
of the largest and most complex informal sectors among world 
cities and because at the time of the writing of the monograph 
the Kenya mission report was being widely discussed 
Surprisingly Lubeil devotes only three or four pages to the 
mformal sector much of that consisting ot fairly casual remarks 
Lack of data was one constraint Lubeil did not consider that 
any direct information existed about the city s informal sector 
But this cannot have been significant in his decision since at 
least as much information existed as was available for Kenya 
More important must have been Lubeil s attitude that the 
informal sector in Calcutta was not a problem for employment 
analysis he did not identify the migrant families whose income 
depends upon informal sector employment as a target group 
for an employment policy On the contrary Lubeil identified 
Calcutta s most urgent problems as lying with the long urbanized 
Bengali residents in particular the educated unemployed of 
Bengali middle class families Lubeil explicitly linked this 
preoccupation to his dismissal of the problems of migrants (who 
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form a considerable portion of the informal sector and whom he 
expects to increase in numbers in the future) 

In the near future the target group of employment policy lor 
Metropolitan Calcutta need not be the new arrivals or 
potential arrivals of unskilled manpower from the country 
side As in the past either they %itl fit into the lower 
productivity and lower paid employment opportunities that 
Calcutta has to offer particularly if the industrial economy 
expands at a reasonable late or they will drift away 
The main target group must be the young people who are 
already in the Calcutta Metropolitan environment in wh ch 
they have grown up and to whose ways both good and bad, 
they are accustomed 

Lubell goes on to make it clear that these yourg people are those 
of Bengali middle c’ass families 

The careless attitude (in the literal sense of that term) 
embodied m the statement quoted above must surely be witnout 
parallel in the literature of employment pioblems in developing 
countries One could spend some time examining the assumptions 
underlying this policy recommendation however the present 
purpose is to consider wnat Lubell has to say about the informal 
sector 10 general This is not easy since there is no coherence in 
Lubell s scattered references to the informal sector He does not 
define the sector directly but simply refers to the Kenya study 
definition He apparently includes m the sector all cottage 
industries most of the casual manual workers of the city the 
small scale family enterprises which come under the Shops and 
Establishments Act small workshops and the unorganized 
services His remarks reflect a number of orientations current in 
the literature of the early 1970s and he seems unaware that there 
are a number of implicit contradictions m his various statements 
For instance he characterizes the informal sector as a labour 
market of last resort but refers to ethnic language group and 
caste stratification in employment and surmises that rural 
migrants have a rather effective network of information on the 
Calcutta labour market Further, the emphasis on the 'last 
resort concept seems to be inconsistent with his later stress on 
the informal sector as an enormous reservoir of productive 
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skills “ Lubell discounts his perception of the great variety 
■of the informal sector by such blanket characterizations 

Systematic devejopmeat of the informal sector 
Although Lubell does not identify the participants m the informal 
seUor as a target group for employment policy his chapter on 
the employment problem and its solution contains a 
recommendation for the systematic development of the informal 
sector Here he brings together his two perceptions of the 
informal sector as a labour market of last resort and a reservoir 
of productive skills by suggesting a variety of ways in which 
unskilled jobs and productive enterprises can be increased With 
optimistic sw eeps of the brush he envisages the transformation of 
an ever deteriorating urban economy by agricultural moderniza 
tion which will generate demand for agricultural equipment and 
investment in urban infrastructure This will increase jobs and 
generally stimulate consumer demand m the metropolitan area 
Once the agricultural sector is reorganized , he sees the smaller 
workshops of Calcutta and Howrah contributing to the market 
for agricultural products (with proper organization a repair 
industry would develop) A passing reference is made to 
retailing and to cottage industries in the suggestion that a small 
scale commercial and handicraft centre could be encouraged to 
grow around a planned trucking terminal on the edge of the 
metropolitan district As for the unorganized services , which 
be recognizes to be one of the largest users of urban manpower 
Lubell thinks that the best guarantee of continuing jobs is a 
multiplicity of household incomes that are too small for the 
purchase of mechanical household appliances but large enough to 
command the services of sweepers laundrymcn and tailors 
He predicts an unchanging persistence of this part of the informal 
sector As long as a large labour surplus exists, all these 
unorganized services in the metropolis will continue to adsorb 
large numbers of the unskilled at low rates of remuneration 

Impact of Lubell a study 

From the perspective of a decade of research and discussion of 
the informal sectors of third world cities Lubell s study of 
Calcutta seems to contribute little to the general international 
debate Preoccupied with the problems of formal sector industry 
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and of the educated unemployed Lnbell essentially dismissed tiie 
informal sector as a matter for real concern Consequently he felt 
little need to identify a concept of the informal sector appropriate 
for the city or to apply an analytic framework to the variety of 
nonformal occupations Although he recognizes linkages between 
the rural and urban economies (in his discussion of m migration), 
his lack of a clear framework docs not lead him to explore these 
in any detail His observations on the informal sector in Calcutta 
cannot readily be used to compare this sector m Calcutta with 
other cities in the ILO case study series 

Furthermore, his recommendations for improvement of the 
informal sector are piecemeal some are short term and limited 
others depend upon substantial economic reviv al in the whole 
region a revival which his analysis of West Bengal s economic 
situation does not suggest is imminent The lack of examination 
of ways m which the informal sector relates to the formal raises 
questions regarding some of his other recommendations For 
instance since the way m which small engineering workshops 
relate to formal sector production is hardly touched upon it is 
not easy to envisage how the desired encouragement of small 
scale engineering and repair industries could be achieved There 
is a suggestion that this would be accomplished by subcontracting 
by formal sector firms without any consideration of the 
problems which such subcontracting might entail for small firms 
In general the policy recommendations for the informal sector 
have a quality of unreality since no reference is made to current 
policies towards the informal sector and one can gam no sense 
of how likely it is that any of his recommendations would be 
implemented 

Perhaps it is unfair to criticize Lubell for the many weak 
nesses in his treatment of the informal sector in Calcutta since 
he did not see his main purpose as a consideration of the 
characteristics of that sector The value of his study thus lies not 
in his treatment of the informal sector as such but m his laying 
out of the multiple problems of industry commerce and 
employment m Calcutta His general analysis has power 
whatever one might conclude about bis policy recommendations 
and his decisions on appropriate target groups for employment 
policy 
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A N Bose Calcntla and rnral Bengal Small sector symbiosis 
Th s study prepared with n the framework of the WEP but 
published independently in Calcutta rather than by the ILO m 
Geneva was designed as a follow up to Lubed i> Specifically it 
was to implement his recommendation that a study be done ot 
the production possibilities of workshops in Calcutta slums m 
order to see which lines of production could be developed to 
contribute to the anticipated need for modern agricultural 
equipment The monograph is predominantly a summary with 
comment upon past surveys of small scale industrial units m 
metropolitan Calcutta together with the results of a small survey 
undertaken in conjunction with the study Bose presents these 
data with an interpretation of Calcutta s economic problems and 
a programme for development 

If Lubell s study suffered from lack of a consistent framework 
of analysis Bose s is burdened by repetitive dogma and heavy 
rhetoric Tracing the ills of Calcutta s system to the persistence of 
take up colonially established relationships Bose states a neo 
Marxist dependency position in stark and simplistic terms His 
discussion IS replete with references to economic necessity 
historic role overall domination (of the formal sector over ihe 
whole economy) excessive profits for metropolitan oligopolies 
and other catch phrases of dependency theory There can be no 
doubt that Bose s orientation to the mformal/fo mal sector 
distinction is in terms of structural linkages 

Thus Bose resolves the problem of the relations between the 
formal and informal sectors by asserting that thi-y operate in 
separate markets®’ but are inexorably linked by dependency 
relations the informal sector being at the mercy of a fuw hrge 
houses controlling modern industry and especially the nidiketing 
system The persistent poverty of the informal sector is 
explained m terms of this domination These assumptions lead 
Bose to interpret aspects of the small scale production process m 
Calcutta very differently from Lubell For instance Bose regards 
subcontracting not as a modernizing lifeline which may upli^'t 
part of the informal sector but a mechanism used by forma’ 
sector units for the exploitation and further marginalization of 
small units ®® 

Ultimately, Bose s repetitive rhetoric dulls the interest yet 
there is much in his discussion of surveys of small scale units in 
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The Inf of 

Calcutta which is opposite To have summarized the scattered 
and inaccessible survey and census scale units 

in Calcutta s industry is an import-itit coninbution to under 
standing a portion of the informal sector Between the bracketing 
rhetoric one can piece together a very thorough analysis of the 
characteristics and problems of small scale units Bose 
convincingly points to the intertwining of factors such as access 
to cap tal acquiring of orders the use of capital space and 
equipment of marketing and transportation He underlines the 
extreme vulnerability of small units and their dependency upon 

the general condition of the economy He sets the informal 
manufacturing sector in the context of the informal sector of 
West Bengal asserting that despite the fact that small units in 
the city deliver their proprietors and workers very low returns 
they produce nevertheless significantly higher incomes than units 
elsewhere in the state and certainly produce a net surplus It is 
this surplus that Bose sees as the most distinctive feature of the 
small units holding hope for improvement through 
intervention 

Bose s analysis of the data is often perceptive He suggests 
the importance of factors which are rarely mentioned in more 
general discussions For instance pointing to the relatively higher 
lents and the higher capitalized value of land and buildings of the 
small units he draws attention to the pressing reasons why these 
enterpiises seek to locate as near as possible to the ‘ centre of 
demand Among these is the fact that because the units do not 
produce enough to regularly hire modern transport they must 
depend upon informal transport Further inefiBciencies m 
production and marketing occur if this transportation must be 
used to cover considerable distances ” 

Bose stresses the constraints faced by small units m operating 
at full capacity as a major factor lo limitations on income 
productivity and employment for small units He concludes that 
for the metropolitan district as a whole, the capital productivity is 
not a great deal lower than for medium and large units m spite 
of the multiple difiSicuUies faced by them This challenges 
common assumptions about the use of capital by small units and 
their general productivity 

Perhaps the most valuable contribati®“ of the descriptive 
chapters is a summary of some of the results of a survey of some 



Urban t onomtcs 


5U 

slum industries m Calcutta conducted as part of the study la 
1974 Although Bose was unable to generate adequate statistical 
information from the survey of 649 units in Calcutta and Howrah 
covering 56 types of industries the study can be used to suggest 
significant variables as a basis for further research The immediate 
interest hes in some of the thumbnail sketches of small scale 
enterprises Bose includes brief details on sophisticated small 
engineering units an electrical goods producer subcontracting 
known company and a cottage type footwear making family 
Some surveys were designed to show the structure and 
functioning of a number of units within the same area For 
instance there is a discussion of garment making units m a 
northern fringe bustee in which data from 78 families are used to 
demonstrate the differences among medium traders small traders 
and piece workers within the slum industry Makers of rubber 
goods carpenters and the image makers of Kumartully are also 
included 

These brief sketches are suflScient to suggest how complex is 
the structure of relationships among different types of traditionally 
skilled workers and modem units within slum areas In his 
modern case studies Bose suggests the demands which 
subcontracting to formal umts make upon smaller enterprises 

Bose s dominant theme is the financial problems of the small 
units their high insecurity and the probable reasons for the high 
mortality rates of small firms He points to factors in the 
established structures which order many of the more traditional 
occupations and to the high volatility obtaining in the little 
scrutinized fringe world of the subcontracting modern unit It 
IS through these sketches that one gams a sense of the dynamics 
of informal sector industry m Calcutta rather than from the 
survey statistical data of this and earlier studies There is scope 
for a great deal more discussion of these data Unfortunately 
Bose does not make the most of his material the chapter ends 
abruptly with little effort to relate his findings to the earlier 
government conducted surveys 

Recommendations 

What are Bose s recommendations and how do they compare to 
Lubell s f He presents several levels of recommendation for 
improving the productive potential of mformal sector units An 


The Informal Sector in Calcutta 81 

economic relief programme for small units shoula aim to 
ensure that they would be able to raise capital at the same rate 
as formal sector enterprises thus removing financial 
discrimination against small units la certain selected areas ;he 
does not specify which) Bose believes economic relief would 
imbue operators with hope and the will to organize for larger 
benefits®^ Bose does not attacn much importance to such 
measures for they will certainly not bring about a basic change 
m the livelihooa pattern of the urban poor in general and the 
slum poor in particular ®® 

But the relief programme suggestion is essentially at vananee 
with his mam argument that policy must aim at ^ a basic 
reorientation and restructuring of the present metropolitan 
industrial commercial base rather than a ftixther 
strengthening of the existing base and its structure For the 
reorientation Bose turns to the same mechanism as Lubell 
technological change in the rural economy He too looks to a 
green revolution m West Bengal but argues that it will be 
counter productive unless accompanied by a thoroughgoing reform 
of rural socto economic institutions (equitable land distribution 
abolition of share cropping full cred t to agncultaral producers 
at low rates of interest state controlled or cooperative marketing 
systems etc ) A rejuvenated niial economy will create a higher 
volume of demand for industrial goods which will generate 
massive new employment in the non agricultural sector 
it would be possible to accomplish a reordering of tlie entire 
industry mix * in the metropolitan area reorienting it towards 
the needs of the rural economy Here we discover the meaning of 
the book s title 

But how 15 this radical change to be accomplisned On this 
crucial point Bose is silent except to say This can be achieved 
only by a self reliant militant organization of the rural and urban 
poor 

Thus Bose and Lubell share the assumption that development 
of the informal sector is dependent upon change m Calcutta s 
industrial economy and specifically on an adaptation of several 
lines of industry to the production of agricultural equipment 
Lubell sees agncultural modernization as a technological 
precondition for urban changes In a direct although implicit 
nticism of Lubell s position and his reluctance to look beyond 
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tbe goal of crap oymeat generat on in Calcutta Bose rejects mere 
technological modernization without radical socio economic 
change Neither scholar is able to suggest in detail the means by 
which the troubled small scale industry units could participate m 
an expanded agricultural production system without being tied 
more closely to subcontracting reiationsbips with formal sector 
firms (of course since Lubell regards subcontract ng positively 
he feeis no need to address this issue ) 

CONCLUSION 

Many detailed criticisms could be made of both ILO WEP 
reports on Calcutta on account of their analytic frameworks 
fundamental assumptions their incomp'eteness and their 
inconsistencies But it is important to focus upon the subatautial 
weaknesses These lie m the conception of the informal sector 
and the context of policy recommendation 

In the final analysis whatever their general remarks about 
the nature of the informal sector both scholars narrow their 
vision to concentrate on a partial and perhaps exceptional part of 
the informal sector small scale productive units which are 
modern or capable of conversion to modern production They 
do this because it is only in the productive enterprises that they 
sec any prospect for long term employment generation which can 
be linked to general economic development The majority of 
informal sector undertakings — the many and miscellaneous 
services retailing and petty trading and casual work of all 
kinds—receive scarcely any mention We can understand why the 
manufacturing units were selected for attention However we 
might have expected that both scholars would have pointed out 
the limited scope of their interest and would have qualified their 
concluding references to systematic development of the mformal 
sector In neglecting to do this Lubell and Bose have added to 
what IS becoming a serious distortion m recent discussions of the 
mformal sector the emphasis upon productive enterprises as 
though these constituted the majority of the sector s employment 
possibihties Then work within a manufacturing unit is usually 
part of primary employment so that the secondary employment 
aspeci of the informal sector, and m particular the activities of 
women and children, are overlooked These distortions do not 
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serve the purpose of broad understanding of employment 
problems in u*ban areas 

The small manufacturing focus also reinforces the tendency 
to separate employment from its social context and to analyse it 
largely in terms of economic vanabies Thus the very benefits of 
the term informal sector, which being derived from sociology 
and social anthropology, suggested the connections between 
employment social structures behaviour and values that is, 
employment in a social and residential context are reduced 

These analytical failings are the result of the pressure to 
articulate practical policies for intervention m urban economies 
Both practitioners and researchers are sympathetic to these needs 
but how much confidence is to be placed in policies formulated 
on the basis of a distorted framework and piecemeal data ’ 

Perhaps we can live with imperfect conceptualizations and 
models Policies may woric without us really understanding 
why However the chances of the WEP recommendations for 
effecting employment improvement m Calcutta are jeopardiKd 
by naivety The policy recommendations of both studies are 
offered without leferences to either the past history of policy 
towards the informal sector and small scale industry m 
particular or to the present structure of decision makmg for the 
state the metropolitan area and the city There being no 
discussion of the constraints — financial political administrative 
technicai—which might impede measures designed to influence 
the informal sector, one is unable to assess the ultimate 
practicability of the recommendations The Calcutta studies are 
thus subject to the same political criticism as were made of the 
Kenya recommendations of the informal sector Furthennore 
the suggested systematic development of the mformal sector, if 
implemented successfully might merely formalize the sector or a 
part of it This some have argued would merely extend the 
structures of privilege without any real attack on inequality ** 


FOOTNOTES 

1 Two of the most thorough discussions are contamed in Stuart W 
Sinclair Urbantxation and Labour Markets in Xleva/ojjbw CemtrUs 
(London Croom Helm 1978J and Joan M Nelson Access to Power 



*4 


Urban hco tom cs 


(Prmccton Prniceton U P 1979) 

2 See for initaocc J Bremen A dua at c labour aystoni A c t que 
of tbe mformal sector’ concept Econom r and PoUfl a. H eekly 
27 Nov 4 Dec II Dec 1976 

S Report of an interagency team financed by the United Nations 
Development Programme and organized by the ILO (Geneva IEX> 
1972) 

4 Among them are Jakarta Manila, Colombo Cordoba Lagos 
Kumasi Freetown Abidjam Bogota and Sao Paulo m addition to 
Calcutta 

5 The former was published in Geneva by the ILO and the latter in 
Calcutta by Minerva Associates (Publications) Pvt Lta 

6 George Beier Anthony Churchill Michael Cohen and Bertrand 
Renaud The task ahead for the cities of the developing countries 
World Ds^tlopment vol 4 no 5 (May 1976) p 390 Also available as 
World Bank Reprint Senes No 97 

7 Alejandro Portes The mformal sector and the world economy 
notes on the structure of subsidised labour IDS Bulletin lol 9 
no 4 (June 1978) pp 35 39 

8 Ibid p 39 

9 Chris Gerry Underemployment petty production and government 
promotion schemes m Senegal IDS Bulletin vol 9 no 3 
^eb 1978) p 11 

10 See John Friedmann and Robert Wulff The Urban Transition 
(London Edward Arnold 1976) pp 50-51 

11 Employment Incomes Equality p 226 

12 C T K.unen Small sector in the new industrial policy E onomte 
and Political WeeUy March 4 1978 pp 455 56 

13 S V Sethuraman The urban mformal sector Concep measure 
ment and policy International Labour BevteH vol 114 no 1 
(July Aug 1976) p 75 

14 p 25 

15 p 64 

16 p 46 

17 p 88 

18 p 34 

19 p 88 

20 p 96 

21 p 89 

22 Loccit 

23 p 90 

24 Loc at 

25 Lubell elaborates this point in a later article Migration and 
employment the case of Calcutta. Jocfo/^c/KW vol 27 (July Sent 
1977) p 290 

26 pp 2 5 85 97 and passim 

27 pp 35 38 48 


The Informal Sector in Calcutta 85 


28 p 97 

29 p les 

30 p 31 

31 pp 48 53 

32 pp 54 57 121 22 

33 p 51 

34 pp 53-54 

35 Chapt IV 

36 pp 106 no 

37 p 121 

38 Lo" eU 

39 p 127 

40 pp 142-44 

41 p 156 

42 Op at 

43 See Paul Mosley Implicit models and policy lecommendatiooe 

policy towards the informal sector in Kenya IDS Balletut rol 9 

no 3 (Feb 1978) pp 3 10 

44 Ibid p 6 


f 




FIVE 


JOHN F MCDONAjlD 


AN ECONOMIC ANALYSIS OF LOCAL 
INDUCEMENTS FOR BUSINESS 


INTRODUCTION 

Loca*- govettunents use a wide variety of financial inducements 
to influence the location of economic activity These devices in- 
clude property tax reductions industrial revenue bonds of vanous 
types and Urban Development Action Grants (UDAG) provided 
by the U S Department of Housing and Urban Development 
Local governments also provide assistance to busmesses in the 
forms of land assembly and provision of public services Clearly 
local governmental ofl5cials take the provision of these services 
seriously and the use of these inducements has grown rapidly 
In contrast as Wasylenko (25 p 155) states m his recent survey 
ariicle on the subject 

Economists have concluded that taxes and fiscal mduce 
ments have very little if any eifect on industry locational 
decisions Thus state and local policies designed attract 
business are generally wasted govemmemai resources since 
businesses that ultima ely locate in a jurisdiction would have 
made the same decision with or without the fiscal incentive 

Wasylenko®* notes that most of the empirical evidence supports 
this conclusion but that there is some recent evidence to suggest 
that local taxes do influence intrametropolitan locational decisions 
to a limited extent ® We seem to have an anomaly local of&cials 
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are devoting a great deal of effort to polic es most of wh ch are 
judged by economisis to be ineffective 

The apparent anomaly may be explained by the notion that 
local officials do not wish to be perceived as doing nothing 
about a problem Thus they engage m efiForts which are meffec 
tive but generate favorable political pubUcity The contention 
in this paper is that there is a better explanation for local 
inducements to business which can be derived from the standard 
urban economic analysis of real estate and local real est'’te 
taxes as presented by Muth^® Grieson Mieszkowski^’ and 
many others The results in this paper show that there can be 
benefits derived by a municipal government from the use of 
financial inducements to business even if the business that locates 
in that jurisdiction would have done so without the inducement 
Furthermore the type of inducement chosen critically influences 
the magnitudes of those benefits The analysis uses conventional 
microeconomic theory to focus on the impacts of vanous subsidy 
programs on the intensity of land use and related variables at a 
specific urban site 

The plan of the paper is to present a fairly general model of 
local production and the demand for inputs m the next section 
Section 3 contains an analysis of the effects of various subsidies 
on the nature of the real estate supplied at the site in question 
and Section 4 reviews the empirical evidence relevant to the 
determination of the signs and magnitudes of the effects on real 
estate tax collections derived m Section 3 Section 5 contains a 
brief examination of the impacts of various subsidy programs on 
employment at the site in question and a summary concludes 
the paper 


A MODEL OF PRODUCTION ON AN URBAN SITE 

The general problem considered m this paper is the impact of 
inducements for business on the demand for inputs at the single 
urban site m question In order to accomplish this task it is 
necessary to consider first the nature of the inputs involved and 
the structure of production technology The model that has been 
most fully developed and the only one that has been subjected to 
much empirical testing in the urban context is the two input 
mode] However it is argued here that the number of inputs 
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assumed in the mode! must be expanded m order to investigate 
questions of interest The theoretical development of the two 
input model is provided by Muth ® Clapp ® * Couch 
Henderson Goldberg Falhs * Mills Niedercorn and 
Orr ®* Muth has assumed in tlie urban housing sector that 
capital and land produce an intermediate output called real 
estate which is an input (along with another input current 
expenditures) into the production of housing services Here it is 
assumed that the marginal rate of substitution of capital for land 
IS not influenced by the quantity of the current expenditures 
input Muth s model®^ implies that the Allen partial elasticities 
substitution of capital for current expenditures and land for 
current expenditures are equal, but that these elasticities are not 
necessarily equal to the elasticity of substitution of capital for 
land 

In some instances it may be necessary to separate the capital 
input into two comoonents floor space and other capital such 
as machinery and equipment etc This assumption of four mputs 
seems particularly appropriate for urban manufacturing activity 
for example Indeed now we can imagine more easily that land 
and floor space are nested together and produce the intermediate 
output called real estate A simplifying assumption that greatly 
facilitates the empirical analysis is the assumption of weak separa- 
bility in the sense that the marginal rate of substitution of land 
for floor space is independent of the amounts of labor and 
machinery If such is the case then the market for urban real 
estate can be examined separately In fact this is what most of 
the empirical work in the field amounts to In order for a study of 
the market for real estate to have implications for the demand 
for labor more assumptions about tlie form of the production 
function must be introduced One possibility is discussed in 
Section 5 

EFFECTS OF SUBSIDIES ON THE RE4L ESTATE MARKET 

In this section I consider the effects oi various subsidy programs 
on the level of real estate investment and the amount of real 
estate taxes collected on the site in question Consider a umt of 
land which a municipality makes available for private real estate 
development Assume that this unit of land has been zoned for a 
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category of land use (housng commcrc al etc) b t that the 
intens ty of land use w il be deterjn ned by the pr vatc developer 
The problem facing the municipality involves determining fron 
Its viewpoint the best type of subsidy to offer the developer of 
the site The municinality may prov de a reduction in real estate 
taxes for some period of time on both land and structures on 
only land or structures A low interest loan may be prov ded or 
the municipality mav issue an industrial levenue bond for the 
construction of a structure for lease to a private firm The 
implications of these various plans are examined here using the 
standard moael of the urban firm as presented by Muth ® 

The basic model assumes that perfect competition prevails in 
the input and output markets and that the input commodity real 
estate is separable from the other input decisions as discussed 
above Thus the model considers a real estate development firm 
that produces an output called real estate R which is the capacity 
to produce real estate services by combining stocks of land L and 
structure capital S All actual or potential real estate developers 
of the site in question have identical constant elasticity of ^ubsti 
tution (CES) production functions with constant returns to 
scale written 

R=R (L S)=EaL P-f (I-c) S-P] "VP 

where a is the distribution parameter and ct=I/(4-Io) is the 
elasticity of substitution Further assume that the price of a unit 
of real estate p and the price of a unit of S i, are exogenous to 
the site m question The market value of the real estate on the 
site IS subject to the real estate tax at rate t The price of the 
unit of land is denoted by v 

The analysis of the mtroduction of the real estate tax can be 
developed m much the same way that Mieszkowski^’ accom 
plished the task As MieszkowskF’ pointed out the introduc 
tion of a unifoim real estate tax across all jurisdictions will have 
no effect on the allocation of resources The output pnee and 
input prices faced by the developer do not change in this case 
Rather it is real estate tax differentials which alter the intensity 
of land use The issue then is the effect on land value and land- 
use intensity at the site in question of variations m the real estate 
tax rate from the rate prevailing elsewhere 

Assuming that the site m question would be developed 
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without subsidy and assuming the same real estate tax rate 
prevails there as elsewhere the ratio of structure capital to land 
IS 


where v is the price of the unit of land a'^d i is the exogenous 
price of structure capita] The output land ratio is 

(3) 

Here because the uniform real estate tax is fully shifted back 
wards p is the before and after tax price and v and i include 
the tax 

As Brueckner^ points out the annual leal estate tax is 
levied on both land and structures and can be expressed as a 
percentage of the value of real estate property If it is assumed 
that the property tax rate will never chang" then the present 
value of a hypothetical infinite stream of property tax payments 
on a dollar of real estate is tjr wl ere t is the percentage tax 
rate and r is the real rate of discount The fundamental equation 
for the analysis of the present value of tax collections is 


r r 


(4) 


where T is the present value of tax collections 

Consider first a reduction in the real estate tax applied only 
to structure capital From (4) 


dT t dim r Tr , n dlnS ~\ 

d{.tlr)i * r d{tlr)s L ' dim J 


(5) 


where d(t[r)t is a marginal change in the tax applied only to 
structure capital A reduction m the tax on structure capita! is 
not shifted to suppliers of such capital because the supply is 
perfectly elastic to the site in question However, because the 
purchaser of the real estate will benefit from the tax reduction the 
real estate developer sees an increase in the value of the marginal 
product of structure capital according to dlm=d{tlr)t and adjusts 
accordingly Furthermore it is demonstrated in the appendix 
[following Muth^“] that dlnSIdlm^—clfL where yL=^vlpR the 
share of land Also it is shown m the appendix that dln^ld!ni= 
where ys—iSlpR the share of structure capital The=e 
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results are denvcd assuni ng a fixed supply of land a perfectly 
clast c demand for R and a perfectly elast c supp y of 5 Substi 
tution of these results into (5) produces 


or 


dT 

d{tjr)s 

dT 

d(t}r)s 




t6J 

( 7 ) 


It IS an important to note that the impact of a tax cut on tax 
collections consists of three effects the direct negative efiect of 
taxing iS at a lower rate the positive effect on the value of land 
and the positive effect on the intensity of land use 

Consider next a reduction in the real estate tax applied only 
to land From (4) 


dT ± dim 

d(t/r)L ^ r ^ d(t/r)L 


( 8 ) 


A reduction in the tax on land will be fully capitalized into the 
land value so dlm}d(tfr)L=—l Since the land input is fixed at 
one unit, a change m the fixed cost land value has no impact on 
the intensity of land use These results imply 


dT 

d{tjr)L 


V 




(9) 


A reduction in the tax on land has an ambiguous effect on tax 
collections because of the direct negative effect of taxing v at 
a lower rate and the positive impact on land value itself The 

sign of the sum of these two effects is positive (negative) if - is 

greater than Qess than) unity Since the tax rate t is usually below 
the real rate of interest (f is 1 % to 2% for example) the presum 
ption IS that the sign of (9) is negative 

A reduction in the real estate tax on both structure capital 
and land will have an impact on tax collections that is simply the 
sum of (7) and (9), or 



This same result can be found by noting that a redction m the tax 
on both structure capital and land is in effect, an increase in the 
(after tax) pnee of real estate to the developer Because real 
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estate supplied on a small unit of land is elastically demanded a 
marginal reduction m the tax rate below the level that prevails 
elsewhere will be capitalized into the property value by competi 
tion among the buyers of real estate according to dtfr-\-dlnp~0 
where dlnp represents a shift in a perfectly elastic demand curve 
From (4), 


dT „ t „( dlnp , din R dlnp\ 

dtl'r d~r} 


(ii) 


It IS shown in the appendix (following Muty®) that dlnR/dlnp 
=ysaJyL Substitution for dlnpfdtjr and dlnRfdlnp m (11) produces 
( 10 ) 

The subsidy to the real estate developer may involve the 
acquisition of federal funds for the purpose For example the 
program operated by the U S Department of H U D of Urban 
Development Act on Grants (UDAG) permits the municipality to 
subsidize land clearance new construction rehabilitation loans 
loan guarantees lease guarantees etc The nature of the UDAG 
IS very flexible and all possibilities will not be eimmmed here 
However one simple example is to assume tnat the real estate 
developer is subsidized m all aspects of the project at no cost to 
the municipality This case is equivalent to the reduction m the 
real estate tax on both land and structures except that no real 
estate tax revenue is lost from the site in question From 
equation (8) above the change in the present value of tax coUec 
tions can be wntten 

( 12 ) 


where dlnp is the size of the subsidy Also a subsidy to structure 
capital may be accomplished through a UDAG or by the granting 
of a low interest loan that is obtamed by the power of the munici 
pality to issue bonds that are free from feoeral income taxation 
The previous analysis of the effects of a change in the tax on 
structure capital applies except that no loss of real estate tax 
revenue can occur The subsidy is assumed to take the form of 
annual payments to cover part of the real estate tax due In this 


case, 

dT 

dit{r)s 




( 13 ) 
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A b inilar subsidy only to land generates add] lion'll tax revenue 
auxtrding to 


dr 

d{tlr,L 


= pR 


t 


■Yi 


(14) 


In other words a subsidy to land increases the value of the land 
and increases tax collections nccordmgly Note that (’3) and (14) 
sum to (12) 

A final suggestion is the use of industrial revenue bonds in 
the original meaning of the term [Bridges®] Municipalities issue 
bonds that are used to construct facilities that are publicly owned 
and leased to firms The firms pay rent to cover the principal 
and interest on the bonds and maintenance costs No real estate 
taxes are collected Obviously the municipality has forfeited the 
entire real estate tax that could have been collected had the site 
m question been developed privately However the industrial 
revenue bond has an interesting impact on the intensity of hnd 
use Structure capital is purchased by the municipality given that 
It will not be taxed The municipality can thus buy structure 
capital for a lower price than i because i reflects the existence of 
the general real estate tax The intensity of land will thus be 
increased according to 


din iS/L)— — adlm 


(15) 


SUBSIDIES IN THE ilEAL ESTATE MARKET EMPIRICAL EVIDENCE 


Some preliminary estimates of the magnitudes of the effects of 
the various subsidy programs m Section 3 on real estate tax 
collections can be found by using the available estimates of the 
relevant parameters This section contains a brief review of the 
relevant empirical studies for the office manufacturing commer 
cial and housing sectors Then a set of calculations is presented 
to illustrate the possible ranges for the effects of alternative 
subsidy programs However first it is necessary to examine the 
method used to estimate the elasticity of substitution of structures 
for land m urban real estate 

All of the studies examined below use some variant of the 
equation 

din iSlL)~<jln(yJi) 


( 16 ) 
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to estimate a tin, e^asticuy of substitution All of the studies have 
ignored the existence of tl e general real estate tax as well as 
vanat ons in thai lax Does this omission produce biased esti 
mates of cr ^ Consider the case that corresponds to the analysis 
m Section 3 It was concluded that the general real estate tax 
with the same rate at all sites is fully shifted backwards to the 
owners of land and structures The real estate developer faces p, 
the given price of real estate output, and * and v the after tax 
input prices If i and v are measured without error then no bias 
will occur Now add the assumption that the real estate tax rate 
vanes across sites and assume that the units of observation are 
small sites m relationship to the total real estate market The 
analys's m Section 3 demonstrated that a tax break for structure 
capital will al+er the intensity of land use without changing the 
market pnce of structure capital Thus all empirical studies of a 
are potentially biased by the failure to control for variations m 
the tax applied to structures The nature and extent of this bias is 
the topic to further research 

Clapp ® ® has estimated a m the office sector m Los Angeles 
for 1963 1973 through a variety of techniques His basic conclu 
sion IS that the Cobb Douglass form (a=l) cannot be rejected 
The best estimates from Clapp (5 p 132) appear to be (r=95 
and 79 although his estimates of cr vary from 54 to 1 67 
McDonaM^® has also estimated a for the office sector in 
Melbourne in 1969 These estimates vary from 89 to 1 21 but 
the best estimate is 1 21 because an instrumental variable is used 
to correct for measurement error bias McDonald s estimate of 
IS 76 Thus in the office sector it appears that o is at least 
1 0 and yS is 75 to 80 Values of 1 0 for a and 8 for ys will be 
used here 

There is a paucity of estimates of o' for the manufacturing 
and commercial real estate sectors McDonald^® produces 
estimates of a m manufacturing m Melbourne for 1969 that range 
from 59 to 77 The best estimate is 77 because once again an 
instrumental vanable is used to correct for measurement error 
bias These estimates are very close to the estimate reported by 
Fallis* of 69 McDonald s data indicate that 78 m manu 
factunng real estate In the commercial sector (retailing service 
sector hotels^ wholesaling^ etc) McDonalds^® estimate ofo 
ranges from 28 to SO However, these estimates are not statisti 
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yfa 

cally B gn ficantly different from zero Fa lis* reports that o 
= 68 in the commercial sector McDonald ® provides an est - 
mate of yS== 81 m commercial sector real estate 

The substantial empirical literature on c m urban housing 
has been reviewed by McDonald The reported estimates range 
from 36 to 1 13 although some of these estimates are biased 
downward by measu ement error It appears that a is not signih 
cantly different from unity in some urban areas such as Chicago 
and Santa Clara County but that o is less than unity in some 
other locations Estimates of in housing from the 88 reported 
by Muth^® for FHA housing m 1946 to 63 reported by Berry* 
for single family housing m Melbourne m 1969 A value of 8 
will be assumed 

The value of one additional parameter tjr is needed The 
Advisory Commission on Intergovernmental Relations®* reports 
that the average property tax on FHA single family homes in the 
US m 1979 (1971) was 1 34% (1 98%) of market value 
Assuming r= 12% or 6% the range for r/i used here is 11 to 33 
A summary of all of the assumed parameter values is provided in 
Table 5 1 Finally note that equations (7), (9) (10) (12) (13) 
and (14) contain pR on the right hand side For purposes of the 
calculations below pR is moved to the left hand side of these 
equations so that the calculations are of the elasticity of lax 
collections with respect to a real estate tax rate To see this 
write 

dmim 

where E is the elasticity of T with respect to tjr Now T=-ypR 
so 

dT/pr (18) 

^ ditlr) 

Table 5 2 shows the calculations of E from equations (7) (9) 
(10) (12) (13) and (14) using the parameter values in Table 5 1 
The results m Table 5 2 can be summarized easily As shown 
in column 1 a tax cut applied to structure capita] increases tax 
collections if tjr is 33 but decreases tax collections if tjr is only 
1 1 The only exception to this result in Tabic 5 2 occurs in the 
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housing sector if 0 -= o6 With this relatively low value for a and 
r//'= 33 the elasticity of tax collections with respect to the tax 
rate on structures is — 06 Given the parameter values m Table 
5 1 column 2 in Table S 2 shows that a tax cut on land always 
reduces tax collections A tax cut applied to both structures and 
land produces a result that is the sum of the figures in columns 
1 and 2 These elasticit’es (shown in column 3) are ail smaller 
than those produced by a tax cut only on structures 

A subsidy for business provided by a higher level of govern 
ment will always increase local real estate tax collections As 
shown in column 4 of Table 5 2 the subsidy for structures pro 
duces a greater elasticity of tax collections the larger is ijr or o As 
shown in column 5 a subi^idy for land produces a small positive 
elasticity of tax collections and a subsidy for both structures and 
land (column 6) produces an elasticity of tax collections that is 
the sum of the figures in columns 4 and 5 

EMPLOYMENT EFFECTS OF SUBSIDY PROGRAMS 

Often the use of local inducements for business of the types 
examined above is partly justified on the grounds that an expan 
Sion of employment opportunities at the site in question will 
result The purposes of this section are to examine this proposi- 
tion theoretically and to provide some necessarily sketchy cmpin 
cal estimates The basic question to be answered is whether the 
policies which increase the structure capital land ratio will also 
increase (and by how much) the ratio of employment to land 
Underlying the analysis is the four input production function 
from Section 2 written 

Q^QiEMSQ (19) 

where Q is output £ s employment M is machinery and equip 
ment S is structure capital and Z is the fixed amount of land 
No estimates of the parameters of this production function exist ® 
so to make some progress it is necessary to assume weak separa 
bility of the form 

{2=Q (£ M Bis Z)) (20) 

where It is the intermediate good real estate Assume that the 
prices of £ and M are constant If the production function is 
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homogeneous of degree one (or just homoUietiC^ E and M 
increase by the same peicentage that It increases From the 

appendix din iItjE)Jdlnp^-'^ o For the case a subsidy to 

structure capital only Muth (19 p 228j has sho\ n that for a 
shift in the supply of 5 along the z axis {where ex, js the ehsticity 
of supply of l?na) 

~dln {RfDldlni (2^) 

“'f s 

which also reduces to— a when ei=0 Table 5 3 shows the range 
yS 

of for three sectors (excluding housing) based upon ihe 
parameter estimates shown m Table 5 1 AH of the elasticities 


Table 5 l Assumed parameter values by sector 



<y 

ys 

t}r 

Office Sector 

100 

80 

11 or 33 

Manufacturing Sector 

77 

78 

11 or 33 

Commercial Sector 

6S 

81 

11 or 33 

Housing Sector 

36 or 1 13 

80 

11 or 33 


exceed 2 0 and the elasticity of employment in the olB&cc sector 
may be as great as 4 0 A subsidy to land does not change RJL 
so employment does not change 

Thus if It can be assumed that the elasticity of demand for 
the final product and for real estate are mfinitc and the elastici 
ties of supply of the inputs other than land are also infinite the 
subsidy programs for structure capital or both structures and land 
discussed in this paper will generate increases in employment 
Furthermore the choice of subsidy program (subsidy to R m 
general or only to S) does not matter from the standpoint of 
employment effects 

SUMMAS.y AND CONCLUSIONS 

This paper has applied the standard theory of the urban real 
estate firm and the new* view of the real estate tax to the 
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analysis of the effects of various subsidy programs *o ti'»t him 
It was assumed that the firm in question occupies a site that is 
small in relationship to the real estate market inpu suppl lc. 
(except for land) and output demands are infinitely elastic It 
was found that programs which subsidize real estate in genera! or 
3ust structure capital will increase the intensity of land use (the 
structure-land ratio) and w ill thus tend to increase employment 
at the site m question However real estate tax collections may 
rise or fall depending upon the nature of the subsidy program 
the tax rate the real discount rate and the parameters of the 
production function for real estate The best option frorr the 
viewpoint of the municipality m which the site is located is to get 
some otlier level of goveinment (state or federal) to pay for a 
subsidy to both structure capital and land 

The new view of the real estate tax [Mieszhowski has 
been employed m the sense that subsidy programs have an impact 

Table 5 3 Effects of subsidy programs on employment (elasticity 
of employment with respect to p or i) 


OfiBce Sector 


YS=“ 80 0=1 0 

4 00® 

Manufacturing Sector 


yS’= 78 77 

2 73 

Commercial Sector 


81 o= 68 

2 90 


«The calculation is^ a 
Yi 


to the extent that they represent subsidies relative to the options 
that are available elsewhere The elsewhere mu't be defined 
as an area that is large enough to justify the assumption of 
infinite elasticities of supply and demand mentioned above The 
model used in this paper implies that subsidy programs which are 
m widespread use will have no effect on the spatial allocation of 
resources Indeed a municipality that does not provide a subsidy 
when all other in the relevant market area do will feel the effects 
discussed m this paper in the opposite direction 
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FOOTNOTES 

1 These studies include FoxO®) and Wasyleako(“’) Fox s study 
examines the demand for mdustcia land across municipalities in the 
Cleveland SMSA and WasyIeDiCO( reexamines the data on the 
site selection of firms relocating from the city of Milwaukee to a 
suburban municipality Erickson and Wasylenko(^) had previously 
examined these cata and concluded that fiscal variables viere not 
important factors Wasylenkof^) achieved a different result (for 
manufacturng and wholesaling firms) by excluding from the choice 

et municipalities that provide no land zoned for the industry lU 
question 

2 See Berndt and Christensen 0) for a study of manufacturing 
production functions assuming three inputs equipment structures 
and labor 
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APPENDIX 


The denvatioES of the basic results of the paper in equations 
(7) (9) and (10) require three standard results from the theory 
of derived demand for an input and industry supply These results 
can be easily derived from the results found in Hicks (14 pp 
373 5) and present extensions of the standard Hicksian theory of 
der ved demand In each case here it is assumed that the supply 
of structure capital is perfectly elastic the demand for the output 
real estate is perfectly clastic and the supply of land is fixed 
The first result needed to obtain equation (7) is the own 
price elasticity of demand for an input Muth s (19, p 226) 
generalization of the Hicksian formula is 

dlnS ai) — Y^)gX I’l 

dlni “■ yra— ^ * 

where 17 is the elasticity of demand for the output ei is the 
elasticity of supply of the ith input and the other notation is the 
same as in equation (7) Assume that eL=0 so (A 1) reduces to 

dlnS g 

dim yso (A 2) 

V 

and dlnS}dIni= — ofyL if n= — 00 

Next, the effect of changes in the price of structure capital 
on the value of land must be found This effect can be written 

dlnv dim dlnS (A 3) 

dim ~dlnS dim 


The formula from Hicks (14, p 375) for the inverse of the cross- 
elasticity of derived demand with the supply of land fixed is 


dlnv fs iv g) 
dlnS~ 01 J 




This reduces to dlnvldlnS^ysJa if rj — — 00 Thus from (A 2) 
(A 3) and (A 4) with i)=> — 00 , 
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i 



dh 
dlt I 


si L 


(A D) 


Fiiic-lJy the denvatjon of equat on (IJ) requires the cxpretsion 
for supply elasticity Muth (19 p 227; shows that 

dlnR o{-^Let-\-Yses)+ei£S 
dlnp ~ <7+Y-FCi+Yiej 


Mvnh esr= co this reduces to 


dlnR a (S-\-eL 
dlnp fz 

which reduces to dlnEldlnp=‘(S^si'yL when ei==0 
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LAND RENT 
Questions and Answers 


It is a truism to call present day industrial society an urban 
society Since the end of the 18th century Western cities have 
grown inordinately changing their appearance a number of 
times The concepts of expansion development and redevelop- 
ment are all attempts to understand this phenomenon Analysis 
of this growth has revealed some of its aspects construction 
financing housing servees and so on The various theories 
these analyses have gi\en rise to have tended to go beyond the 
particular aspect in question examining related facts and 
integrating their explanations of them into a more general con 
ceptual framework one which goes beyond the urban question 
as such to examine social reality in its totality 

Science offers two basic approaches to this question of a 
universal theory packaged under the generic names of Functiona- 
lism and Marxism Each one offers its own apparently 
original explanation each one has its untoncbable and irreducible 
general framework As a result any reflection on urban 
questions— or the larger problem of the social reiaticnship to 
space — is necessarily subordinated to wider theoretical conclu 
sions about society as a whole since it is compelled to fall within 
one or other of the two authorized versions of reality But does 


This paper u a translation of La rente en question originally published 
IB a preliminary edition by CRAD 1 Umrersite Laval Quebec It was 
translated by Simon Horn 
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tl c d flerencc between Functiona sm and M x sn truly 
represent an altcrnal ve belwecn two scient fic apj ro cl cs or s t 
sinply an opposition between obscurantisirs ' Bot'i perspec*i\es 
narginalize certain objects of investigation, objects that might be 
cci sidered a prion to be essential for an understanding of the 
urban phenomenon This alore justifies subjecting both the 
functional st and Marxist paradigms to the implicit critique posed 
by certain aspects of social reality that have been hidden 
avoided irargiHflized ard ostracized Rent is one of these 
aspects 

Land rent stands as the economic ruanifestation of the 
exercise of the r'ght to private property of land It is the 
svraptom on the economic level of the nature and state of the 
political relation of appropriation a society maintains with space 
Thus, analyzing the phenomenon of rent means analyzing the 
economic effects of land ownership One might expect that the 
full importance of such a question would be recognized in any 
discussion of urbanization but this is not the case Functionalism 
Ignores rent on the theoretical level although remarking on its 
pract cal importance Marxism theorizes endlessly about ent but 
empties the question of any practical significance Neither s de 
resolves the question howeve” 

IN SEARCH OF AN OBJECT 

Functionalism explains events through to a general analytic 
framework that can only be qualified as lax Its underlying 
premises are Von Thunen s theory of centrality Max 
Weber s cuituro functionalist sociology Keynes s liberal econo 
mics and so on But these various foundations do not form a 
rigorous body of theory along the lines of historical iratenahsm 
The fragmentation into disciplines breaks up functionalist proposi 
tions separating and compartmentalizing them Certainly it is 
eisy to see a family resemblance among the many theoretical 
models proposed bv Christaller Park, Burgess A Weber, 
Samuelson and the rest, but it is virtually impossible and in a 
sense useless to attempt to submit them all to the criticism oi 
close scientific scrutiny A grasp of functionalism must be global 
n not one soon gets lost in a labyrinth of jealously protected 
closed systems 
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Functionalism begins by treating space as an independent 
variable since it is seen to be differentiated into areas possessing 
intrinsic, natural characteristics (climatic topographical 
pedological etc ) which imply that certain sites are better sui ed 
than others for particular activities In other words the location 
of functions is subject to natural conditions But since on the 
epistemological level functionalist axioms also maintain that 
structures are determinea by functions space is necessarily seen 
as a quasi determinant inteimediary variable 

As for the dynamic of social development functionahsm sees 
a differentiation of funct ons arising out of a systemic process (a 
specialization of functions and increasing complexity of structures) 
that IS driven by two antagonistic for es The first is of in 
economic character and is derived from Nature itself since it is a 
consequence of fundamental needs that are conditioned by the 
animal component of man The second is of a cultural character 
or derived from Culture because it follows from fundamental 
values that are conditioned by tiie moral component of man The 
functionalist discourse carries with it a teleonomy since the end 
explains the process in the final analysis the antagonism 
between economic and cultural forces is resolved in a state of 
perfect equilibrium and social harmonj It fo’lows from this that 
the role of social organization particularly political organization 
(and with it the management of space) is to reduce to a mmimum 
disfunctions resulting from functional modifications m societv, 
such disfunctions being the inevitable but not inescapable cause 
of disequihbnum 

The functionalist conception of the urban question can be 
summed up as follows a direct interaction between man and 
nature evolution toward® harmonious simpliaty and so on 
Functionalism proposes a four part argument 1) Urbanization 
results from demographic growth, both natural and through 
migration that is brought on by industrialization which is itself 
stimulated by economic growth 2) The localization of functions 
is determined by four types of factors geo physical (topographic 
capacity of the soil ) sj^emic (functional relations ), 
economic (wealth ) and cultural ethnicity ) 3) The 
organization of urban space follows a radial concentric sectorial 
model structured m relation to a central point where are localized 
tlie dominant functions accordmg to its accessibility which is 
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determ ned by the effecUvencss of transport and communic t ons 
in turn dtpendent on technolog cal doelopmcrt ^ Mod Seal on 
of urban structures is systemic On the one hand obsolete 
functions disappear as they are replaced by new functions 
generated by systemic ditfeientiation On the other hand the 
popjiat on moves from one area to another (the principle of 
succession) according to their social mobility (principle of 
filtering up ) 

In brief then these are the mam components of the 
functionalist discourse on the urban question American scholars 
have been the pnne pal contributors to this approach in paili 
cular R E Park E W Burgess H Hoyt and L Wirth iwho can 
be considered its founders * The model is so dominant in the 
field that encompasses much European work the best knovin 
being that bj Sorre (1952) Blumenfeld (1955) P Chonibart de 
Lauwe (1963) and P Clavel (1973 1980) Even the work of 
Manuel Castells (1968 1969 1972) can be interpreted from a 
functionalist perspective but that is another matter 

It IS nt hard to see that any search for a theoretical approach 
to urban questions will sooner or later find itself confronted by 
the immense functionalist edifice, with its uncertain limits This 
paper is no exception 

The functionalist model leaves no place for the financial 
component of urbanization The capital investment involved m 
the development of an urban agglomeration of several million 
inhabitants is considered to fall m the domain of economics Now 
economics has its own set of laws as shown by the framework of 
supply and demand with its corollaries the notions of competition 
the market elasticity and so on Hence everything that makes up 
a part of the city must be considered a commodity from the fire 
hydrant to the skyscraper via the sewers and the streets From 
tins It follows that the price of urbanization tends to equal its 

* The work of the following authors give a fairly complete idea of the 
functionalist treatment of the urban question Park and Burgess (1924) 
Park (1925 1926 1929 1936) Burgess (1925) Wirth (1938 1945 1964) 
Hoyt (1939) Shevky and Williams (1949) Bogue (1949) Shevky and 
Bell (1955) Hauser (1958) Berry and Garrison (1958) Burgess and 
Bogue (1964) Alonso (1960 1964) Chapin (1962 1979) Hill (1965) 
Berry (1964 1965) Harris (1966 1968) Shnore (1965) Lowry (1965) 
Murphy (1966) 
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cost of production dependent on the size and vitality of the 
market for this type of product 

Hence the functionalist model excludes the financial compo 
nent from its explanations smce it is a consequence not a cause 
the development of cities being above all the business of econo 
mic agents of production Park states this explicitly Nonetheless 
this marginalization of the financial component in no way pre 
vents the examination of real estate investment in itself On the 
contrary American studies on this subjec are extremely diverse 
whether dealing with questions of circulation of capital construc- 
tion and the mortgage market (C D Long 1940 G Rosenbluth 
1958 JM Guttentag 1961 W Alberts 1962) or seen from 
the point of view of investors (H Jenson 1967 1971 K Pear 
son 1971 R Starr 1975 A Downs 1975 1976) These specia 
lized studies show that urban development requires enormous 
amounts of capital but also, and above all that this capital 
investment must satisfy the critena of competitive profitability 
VIS a vis other sectors of investment Capital is mobile after all 
moving from one sector of activity to another accordmg to its 
fundamental raison d etre to bring m dividends and to continue 
to accumulate 

Urbanization is profitable for those who carry it out hardly 
surprising in a market economy Lenders receive interest 
Construction companies make profits Property owners collect 
rent But while interest and company profits are open to a 
relatively simple process of analysis (m fact it is difficult to 
apply the model of supply and demand to the production of 
goods such as housing) rent poses a problem 

Withm the framework of liberal economics land is presented 
as a pricmg factor whose value in each particular case is deter 
min ed by the demand for space Apart from its circular character 
this conception introduces the referent land use itself proble 
matical on another level The demand for space is not undififeren 
tiated rather it vanes sectonally according to land use categones 
Technically speaking land use categories are the spacial deriva- 
tion of functions and their positioning in space follows from the 
model of structuration presented earlier Thus each site is predes 
tined we might say to serve only certam uses depending on its 
physical chaxactenstics and its location m the systemic grid 
Zoning by urban planners is an attempt to prove th:^ predesti- 
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nat on It s easy to see that the supply of space for a pa cu r 
utilization lacks elasticity espcciailv m the centre The replace 
ment of one land use by another viouid m fact imply the oosoles 
cence of the original function and possiblv its different ation into 
two or more derivative functions Thus liberal land economics 
IS characterized by a general increase in the price of land from 
the periphery to the centre This overall gradation can however 
be disturbed by questions of accessibility inheritance ma so on 
In practice land economics is characterized by * terminal 
speculation 

Liberal land economics places the question of rent within 
the realm of dependent variables As a result rent has no place 
m the explanatory model of urbanization According to the same 
logic rent is just one impact of urbanization among others Any 
intervention in the urban sphere requires that payment be made 
in return for the alienation of the right of land ownership What s 
more according to the model the value of this right fifln only 
grow over time due to the pressure of economic development m 
the same wav that it rises spatially from the periphery to the 
centre This rent or landed surplus value provides a marvel 
lous field for speculation which becomes both the accelerator of 
urbanization and a brake on it This parasitic ennchment — 
virtually certain and certainly important— both drams off capital 
and limits its circulation towards and within the sphere of urban 
development 

ThiK like liberal economics the functionalist approach 
recognizes that land rent plajs a considerable role within a limited 
sphere the market economy But this amounts to saying that 
theoretically the question is out of bounds Since the functiona 
list theoretical framework places the determination of rent out 
side of social practice all one can do is recognize the effect of 
rent Each site is unique possessing an intrinsic potential value 
The functional rationality of the urban system distinguishes 
between sites m Such a way as to allow the realization of the 
potential value of each site the mechanical rationality of the 
market in land constantly increases the differential value of each 
site But despite all this argumentation rent is created neither 
by Nature nor by Function but by the existence of the right to 
pnvate property of land And this is a crucial observation 
Although by definition a condition is invariable, nevertheless. 
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only by acting on this condition of private property of land can 
social action obviously of a political nature be exercised with 
the aim of countenng the disfunctional effects of lent on the 
process of urbanizaiion The right put in question here is lin ked 
to f jndamental values the ideology and any intervention con 
ceming it must involve a debate among social classes ( ‘Public 
m+erest requires for example) 

Within the functionalist perspect ve the problem of rent is 
both clear and obscure relegated to the least of theoretical 
preoccupations because of its categorization as a de iva ive 
phenomenon A reexamination of this theory is in order an 
effect can reveal a form and not simply result from a function 

PORTRAIT OF (Re)dEVELOPMENT MONTREAL 

Globally the functionalist framework at first appears coherent 
But looked at concretely in relation to a particular objec^^ of 
ana!ysis“the formation of an ethnic neighbourhood for 
exaiiple (Lavigne 19't9) — tie functionalist system crumb’es in 
the race of reality This fragility necessarily makes its apoearance 
if one examines a particular event pinpointed according to 
various indices in the light of the general conceptual framework 
Thus the example of Montreal allows an understanding of the 
weakness of a number of fundamental functionalist concepts The 
case of Montreal also allows an evaluation of (reldeveiopment in 
terms of its hidden sice rent 

Bemographic npheaial 

The development of the Montreal metropolitan area from the 
end of the 1950s to today is a perfect illustration of the boom 
that affected most North American cities * In many ways the 
upheaval has resembled the aftermath of war destruction, 
displacement of population reconstruction In demograph c 
terms the population of the met~opohtan area has doubled going 

* On the oocaston of the bicentennial of the United States T McMahan 
wrote a senes of articles on the history of American urbanixatton (1976a, 
b c) Although descriptive they take on their full interest when 
compared to D Harveys 1977 article on the political economy of 
urbanization 
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from ] 5 to three million in 20 yean Where d d these people 
come from No one is certain bnt we have a good idea 
AIthoi.gh Quebec was already highly urbanized another wave of 
rural population moved into its cities The level of urbanization 
rose from 74 3% in 1961 to 77 6% today showing the continued 
migration from countryside to city including Montreal During 
the same period Quebec has changed from being a source of 
emigrants* into the destination of numerous unmigraots from 
Europe (Italy Greece Portugal) and the third world particularly 
the Caribbean Most of these immigrants have established 
themselves in Montreal These two migratory forces combined 
with natural growth still high in the late SOs to concentrate 
close to half of Quebec s population m the Montreal area 

This migratory influx coincided with a general shakeup of 
the Montreal population Many who lived in neighbourhoods 
built before the Great Depression moved out to the suburbs in 
the late SOs thus satisfying the ideology of the period (Pelletier 
1980) This movement was accentuated by the establishment of 
young households on the periphery (Foggin and Polcse 1975) 
The ethnic colonies already long established also moved out 
from the centre into new areas that they had apparently 
developed themselves (Legate, 1965) The phenomenon was 
literally an exodus draining the centre of its youngest and most 
active elements 

Where did the new immigrants establish themselves whether 
rural or foreign ? Certainly they occupied many of the neighbour 
hoods abandoned in the rush to the suburbs though not the 
oldest of them Recently arrived foreigners created new ethnic 
neighbourhoods by purchasing a part of the land that had 
belonged to earlier immigrants (Lavigne 1979) This crystalhz 
ation into ethnic areas was neither spontaneous nor generalized 
Some ethnic groups dispersed As well the phenomenon involved 
only a certam proportion of immigrants since a number went 
straight to the suburbs (Foggin and Polese 1975) 

Finally after the high tide came the ebb As early as 1971 
It was possible to identify statistically the beginnings of a return 

* From 1961 to 1981 rural immigratiou involved 21)0 000 people from 15168 
to 1975 international immigration brought more than 200 000 people to 
Quebec 
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to the city by some of those living m the suburbs Today in 1982 
this movement has made the headlines and is occurring even m 
some areas up till now occupied by ethnic communities 

So one cannot help but agree that he urbanization of 
Montreal was not a simple expansion based solely on demo 
gi-aphic growth Montreal s development involved and continues 
to involve qualitative transformations of population distribution 
in the urban landscape and not simply quantitative change The 
ideas of succession’ and filtering up arc insufficient even 
inadequate to explain the exodus to the periphery and they are 
totally incapable of explaining the return to the city Even the 
idea of a transition zone put forward by Burgess and 
developed by Rex (1968) to explain the initial localization of 
immigrants, is inoperative due to the diversity of locations 
existing in practice As for the determinant influence of ecocomic 
growth on Montreal s urban development this remains to be 
demonstrated especially as concerns industrialization The first 
expressway was built in 1957 the first new generation skyscraper 
was begun m 1958 Those were recession years Growth came 
later and affected other regions as well as Montreal 

Idnerant centrality 

The example of Montreal challenges the functionalist schema on 
another level as well The redevelopment of Montreal s downtown 
presents evidence that supports a cntique of the notion of 
centrality 

In 1944 the Montreal city planning department published a 
preliminary report for a master plan It situated Montreal s 
downtown on St Jacques Street where are found the head 
quarters of several banks and very important industrial and 
com me-cial companies (p 26 Our translation from French) At 
that time the planning department expected an extension of the 
centre towards the east into extremely old urban spaces that by 
then were already more or less abandoned Despite these 
predictions the downtown moved west In 1974 the same city 
planning department had to situate the centre approximately one 
kilometre from its previous position and two kilometres from its 
predicted position, without commenting on die fact that previou. 
predictions had turned out to be wrong In fact in the last 150 
■years the centre of Montreal has moved almost two kilometres 
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Growth alone cannot explain thjs migration of cen+ral function 
In practice one can observe discontinuities in the urban network 
m particular those caused by the construction of the Viile Mane 
expressway 

While tne redevelopment of Montreal s centre c nnot be 
posed in terms of expansion it can very well be understood a” 
new construction Between 1960 and 1976 some 150 new ouiidings 
were constructed to house offices hotels highnse apartments 
and businesses In same period another loO sites vere freed of 
builamgs in order to serve as parking lots The work of demoij 
tion and construction was carried out by about la exiremti^ 
enterprising developers ^Barker 1973) 

In Montreal tne centre cannot be understood as a stable 
geographic point around which the city was constructed And 
why should thio be a surprise Not only was the movement of tac 
centre predictable it was observable ' It began long ago As eari> 
as the end of the 19th cemury the big commercial companies 
had relocated their Notre Dame Street operations on S<^e 
Catherine Street The Catholic archdiocese bad also climbed the 
hill to set up on Dominion Square along the loute of Dorche=!ier 
Boulevard The stations of the two railway companies we'-e also 
there and Montreal s first skyscrapei— completed n i931 m the 
same period as the Empire State Building — had already been 
located on the very site of the future new centre Why did 
the functionalist analysts of 1944 not notice the fact Why do 
today s talk as if the centre haa always been m its present 
location ? 

The development of Montreal s new centre cannot decently 
be considered the result of functional differentiation, no master 
how complex In planning terms nothing can justify the location 
of the present centre not even the route of the subway The 
change cannot be considered pure chance either Must we not 
conclude therefore that the silence of the specialists shows both 
the fragility of their conceptual framework and their dogmatism 
not to call it intellectual terrorism 

Property and rent 

The (Te)development of Montreal involved other transformations 
that were not easily Visible m particular the ownership of land 
changed hands In the new centre, land ownership has como 
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unaer the sway of capital that is ddBcult to trace with inter 
nai onai ramifications (Aubin 1977) On the periphery the 
Urbanization of the countryside has transrered land ownership 
from the farmers to the suburbanites via middlemen While the 
development of the city centre was the fruit of large real estate 
developers the development of the suburbs though just as 
phenomenal a process appears to have been equally divided 
between a multitude of small entrepreneurs and the same power 
ful developers that were at work in the centre The big developeis 
in fact began and grew thanks to the boom m urbanization 
Changes in land ownership resulting from this development took 
two forms On the periphery ownership became scattered among 
tens of thousands of owner occupiers irremediably indebted for 
the rest of their lives In the centre it fell into the hands ot 
anonymous corporations henceforth forming a significant pro 
portion of their capital 

A transformation on this scale obviously ’•equired money 
Eas ly accessible official statistics do not allow the extraction of 
figures directly relating to the (rc)development of Montreal At 
most one can find figures referring to Canada as a whole and to 
the province of Quebec Given the importance of the Montreal 
area these figures are nonetheless a good indicator of the order 
of capital mvolved The sums are impressive especially if one 
remembers that they perhaps do not mclude all the capital 
investments linked to urban development Thus in Canada’*’ from 
1961 to 1976 S131 991 000000 00 were invested in construction 
and $40 434 000 000 00 in maintenance and repairs for a total 
of $172 billion During the same period the financing of real 
estate transactions led lenders to put|$65 billion into circulation 
in the form of mortgages 'T’hiS implies the circulation of at least 
an equivalent sum to cover interest payments If we estimate 
Montreal 5 share of all this to be 10 percent then some $20 
billion has been invested m the (re)development of the metro 
polls over 15 years 

These amounts mclude only the value of investments and 
mortgages providing no information on profits the increase in 
value of property the fiscal advantages of this type of investment 

* According to statistics from the Canada Mortgage and Housing Corpoi^ 
a ion and the government of Canada 
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or the positive cjGTccts of financing Evident y no global studies 
exist concerning this particularly striking and uncertain aspect of 
urban development One is forced to estimate If one accepts 
that the $20 bilJion invested over this 15 year period be consi 
dercd as an accumulated investment averaging $1 33 billion per 
year and if one also accepts a minimum average annual rate of 
return all effects accumulated of 10 per cent then it follows that 
investments m the urbanization of Montreal brought in, m 
various forms an additional capital on the order of $16 billion 
over the same period (in current dollars of course) This must be 
considered a minimum estimate The significance of this amount 
IS obvious, and no one can claim that this financial component 
of urban development is of negligeable proportions Rent was 
part and parcel of this whole process vet it is not part of 
functionalist research 


A NAIL IN THE COFFIN 

In practice the functionalist framework is a poor instrument *'or 
the work of examining analyzing and synthesizing the constituent 
elements of the urban reality Either these elements go beyond 
the framework or the framework focuses only on certain 
questions obscuring the rest The systemic mechan sm of 
functional differentiation is too basic and simplistic to explain 
real changes The mechanism adapts to the appearance of new 
needs with the aim of satisfying them The origin of these needs 
is complex and obscure as well On the one hand they may 
result from more or less fortuitous events On the other hand 
they may arise out of fundamental needs the existence of which 
IS not subject to discussion because they are natural phenomena 
Nature is either the product of spontaneous generation or t 
creation of God in any case it is not discussed Each new need 
therefore must be considered either as a derivation of a funda 
mental need or as a suitable response to a given contingency The 
rhetoric may be subtle but it isn t much use for describing and 
understanding facts arising from analysis such as those mentioned 
earlier This powerlessness forces one to question the scientific 
character and the theoretical value of functionalism to the point 
of accusing it of fraud Such a indictment can made ever of the 
most coherent of functionalist argument that of Bronislaw 


Land Sent 119 


Malinowski 

The MaJmowskian corpus is ruled by the notion of function 
but its practical starting point 15 the examination of apparent 
forms which are considered significative of structures Culture 
incorporating social reality, is made up of objects activities and 
attitudes that are related to one another according to a given 
structure considered a system Ordinary scientific thought induces 
the existence of forces on the basis of structures or vice versa 
but functionalism departs from this understanding Instead it 
induces functions on the basis of needs or vice versa This 
reduction justifies a principle of equivalence between forms and 
structures to the profit of an inevitable typology of needs 

This prmciple of eqmvalence lastly postulates that structure 
is indistinguishable from function structure=form (cf supra) 
or forin=function (cf infra) therefore structure® function, and 
everything falls back on the idea of need in such an 

objective presentation of the sociological dimension no line 
of demarcation can be drawn between form and function 
(Malinowski 1944 p 152) Structure is thus subordinated to 
function and on the basis of this principle eliminated from the 
purview of theoretical or scientific knowledge form is 

always determined by function and in so far as we cannot 
establish such a determinism elements of form cannot be used 
in a scientific argument * (Malinowski 1944 p 149) As for the 
idea of needs it is substituted for the concept of forces thanks to 
a double axiom and a profession of faith every culture 

must satisfy the biological system of needs every cultural 
achievement that implies the use of artifacts and symbolism is an 
instrumental enhancement of human anatomy and refers directly 
or indirectly to the satisfaction of a bodily need (Malmowski 
1944 p 171) Underlying this revelation is the idea that only 
natural forces exist derived from the universal law of gravity or 
the authority of God no matter and that every follows from 
them As we shall see such a definition is provided by showing 
that human institut ons as well as partial activities withm these 
are related to primary that is biological, or derived that is 
cultural needs Function means therefore always the satisfaction 
of a need from tlie simplest act of eating to the sacremeutal 
performance in which the talking of the communion is related to 
a whole system of beliefs determined by a cultural necessity to be 
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at one w th the 1 ving God (Mai nowski 1944 p 159) By 
associating need with Nature functionalism s axioms (or ret ela 
tions) circumvent the question of forces Since needs are toe 
manifestation of Nature — for some the emanation of the big 
bang for others the creation of God—they are determined by 
the blind forces of the physical world 

Now since Nature is regulated according to positive 
teleonomic forces that a-e beyond the province of social unde” 
standing the social dynan ic is reduced to the single problem of 
functional differentiation itself a systemic mechanism legulated 
by the function/need relationship Once it has been substituted for 
the form/force relationship that was at the origin of the move 
mcnt this function /need relationship becomes the mam, if not 
the only subject of theoretical debate since it represents the 
weakest link This type of functional analysis is easily exposed 
to the accusation of tautology and platitude as well as to the 
criticism that it implies a logical circle for obviously if we define 
function as the satisfaction of a need it is easy to suspect tha+ the 
need to be satisfied has been mtroduced in order to satisfy the 
need of satisfying a function (Malinowski 1944 p 169) The 
cntique of the concept of need has been made elsewhere 
(Baudrillard 1972) no need to restate it 

From the functionalist point of view the sin against reason 
that IS circular reasoning is no sin at ad and criticism is simply 
slander spread by paranoid opponents The circle is complete 
After all the idea of need is not introduced by the functionalists 
but by Nature itself Hence in the final analysis it is on this 
precise point that the crucial question of the scientific nature of 
the functionalist discourse must be posed Is functionalism a 
theory a truth (or revelation) or a dogma ’ In scientific terms a 
proposition is theoretical when its proof remains falsifiable that 
15 open to contradiction A proposition is true or revealed 
when it is considered irrefutable and not subject to contradiction 
A dogma takes a revelation yet further often to absurdity For 
example, a conclusion is uuprovable and hence irrefutable In 
this sense the proposition that considers needs to be determined 
by nature is irrefutable since the concept of Nature is global and 
all inclusive The proposition nonetheless remains unproven In 
other words since this proposition cannot be taken as a premise 
because of the contradiction within it it cannot be considered as 
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more than a hypothesis Yet it is presented as an axiom, an 
undemonstrabie truth one that is generally accepted by anyone 
capable of understanding it because after all it is self evident 
From this only one conclusion is possible functionalism is cither 
a truth or a dogma but certainly not a theory The fraud is 
blatantly obvious 

Now complete our accusation sheds light on the two mam 
tendencies apparently followed by the scientific ’ practices of 
functionalist observers On the one hand they constantly collect 
data meant to prove their positions carrying out endless empiri 
cal studies while taking care never to enter the domain of 
theoretical criticism (the choice and above all the delimitation 
of objects of study is crucial here) On the other hand, they bend 
over backwards to discredit those who would question the 
functionalist edifice, declaring them unscientific —this not being 
difiScuIt if the critics are Marxists In other wo ds the functiona 
lists area t taking any chances they accumulate the privileges 
of the priests and inquisitors of their scientistic church Their 
dominant position m the institutionalized organization of the 
produciion and distribution of scientific knowledge assures their 
total mastery of the battlefield Much is relegated to obscurity 
much IS ehmmated Witli little risk of contradiction one can 
lay at their doorstep the responsibility for the chaotic and 
dogmatic state of knowledge m the social sciences One can also 
ask whether their presence and their power are not based on the 
desire to remove social questions from the field of knowledge 
altogether It should be remembered that the theory of 
functionalism was developed in reaction to the doctrme of 
historical materialism which was essentially oriented to the 
analysis of social forces Under functionalist tutelage the anthro* 
pological and social sciences are ‘useless and hence threaten 
10 one 


WHAT ABOUT RENT ? 

This descent into the underpinumgs of the functionalist discourse 
was intended to better establish why the question of land rent is 
reduced to its most simple expression in the functionalist analysis 
and literally ostracized by functionalist theory The reason 
should by now be clear Rent poses a problem Its very existence 
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camci with it a potential cntique since it represents a relatior 
between forces that arc not in the least natural and a strtic 
turation of the urban morphology that that has nothing functional 
about It And rent represents nothing more than that The 
recognition of this relation puts into question the form function 
unity along with the axiomatic relationship of needs and forces 
It thus constitutes the beginnings of a refutation of functionalism 
at a particular level and so threatens to shake the entire functiona 
list edihce contributing to its overthrow But such an overthrow 
IS presently impossible since it requires that the forces which 
maintain the functionalist fraud be defeated on another level 
than that of science since science is their private preserve 
What is this level to be 

investigation of a concept 

The doctrine of historical materialism — Marxism — by definition, 
marginalizes two categories of social phenomena those related 
to culture and those related to the organization of space * Both 
are conceived of as simple consequences of underlying social 
structures Nonetheless Marxism examines these marginal 
questions on the basis of what may be called mctaconcepts — 
bridges linking these peripheral questions to the central pre 
occupations of the doctrine These metaconcepts are ideology 
in the case of culture and land rent m the case of space So 
while the question of rent is not totally excluded by Marxism 
theoretically it is of only secondary interest Given the ex*reraelj 
coherent nature of the Marxist discourse— and its hierarchal 
organization — this marginality carries with it the risk that ren* 
will be analyzed not on the basis of practical reality but 
according to theoretical necessity that is according to an ortho 
doxy dictated by the needs of the doctrine At the risk of 
appearing didactic if not iconoclastic a rapid overview of the 
Marxist conceptual framework is indispensable to properly 
understand ihe marginal place of land rent relative to the mam 

* Translator s note In the original the term used is / amenagemtnt de 
I espace No single English term provides a satisfactory translation of this 
term which can cover concepts ranging from land policy planning to 
development organization and so on 
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body of the theorv Such an overview will in turn allow us to 
question the reasons for this margmality 

A thorn in the lion’s foot 

Despite its complexities it is relatively simple to summarize the 
Marxist approach The dynamic of social structures is determined 
by the relation between those social forces that const tutc classes 
in other words by the class struggle Classes are distinguished 
from one another according to their differing and contradictory 
relations with the production and distribution of wealth these 
arc the relations of production Everything else simply clarifies 
particularizes qualifies enriches and develops these two funda 
mental ideas 

The contradictory nature of the relations of production is 
enough m itself to ensure the social dynamic Classes may be in 
contradiction and conflict, but at the same time they cooperate 
in the production of social wealth within a given global social 
formation This conflict/coopcration relation is seen as the motive 
force behind the overcoming of present contradictions In 
practice of course new contradictions arise— showing perhaps 
the essentially contradictory character of all social practice > 
While m itself this conception implies nO teleonomy the dynamic 
of social forces being cyclical Marxism tacks one on The 
relations of production within a given social formation are always 
characterized by a fundamental contradiction that gives the 
tone to all social relations This contradiction applies not just 
to production but to social organization as a whole hence the 
theoretical notion of mode of production which synthesizes and 
globalizes juridical political and cultural factors by linking them 
to the fundamental contradiction 

A mode of production tends to reproduce itself reproducing 
those conditions necessary to mamtam unchanged the relations 
of production Over time this stability strengthens the funda 
mental contradiction by retarding its resolution nnUi the inevitable 
rupture finally occurs This rupture is apparent as a revolution m 
the relations of production History shows that the succession of 
pre capitalist modes of production ^ leads to capitalism The 
overcoming of the contradictions inherent in earlier modes of 
production in turn generated new increasingly paradoxical con 
tradictions finally reaching a breaking point m capitalism The 
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resolution of tl c ^ndamcntal contrad ct on of cap tal sm can 
on > be a defin nvc break with this cycle result ng in a society 
based on relations of equality — communism 

This promise — perfectly comparable to the teleonomy of 
functionalism — would be of little interest on a theoretical level 
were it not for the fact that because of its implications it 
dogmatizes the Marxist theoretical framework Within the struc 
ture Marxism proposes for understanding the social dynamic a 
force IS at work that acts on three sequential levels with the 
passage from one level to another expressing a qualitative change 
induced by a quantitative material pressure Thus the course 
of History is like a spiral returning on itself from primitive com 
munism to scientific communism Firstly the class struggle acts on 
tne social formation secondly it acts on the mode of production 
thirdly it lays the groundwork for communism One can draw 
a parallel between this dynam c and that of evolution in biology 
based on the relation between ontogeny and phylogeny But the 
teleonomy of the social dynamic is meant to subordinate not 
chance (blind forces) but human activity (that has become cons 
Clous) By posing the question in this way Marxism evidently 
places a historical mission m the hands of the proletariat in its 
relations with the bourgeoisie since only the proletariat hrough 
Its struggle can engender the transformation to communism 

The teleonomy of the Marxist conception of materialism has 
three effects it marginalizes classes other than those directly 
involved in the mam contradiction it subordinates all of social 
reality to the question of the organization of production and 
It focuses research on the debugging of the theory since all 
efforts must strengthen the theoretical analysis of the fundamental 
contradiction m order to support revolutionary praxis This 
theoretical imperialism is inevitable the moment that Marxism 
closes the debate on future history — as does functionalism — by 
giving a moral content to its development towards a just and 
inevitable Second Coming What is in principle an open con 
ception of historical development is forclosed to the profit of 
the perfect future Anything and everything from being to the 
void, must fit the mold Marxism justifies this with its analysis 
of capitalism the ultimate mode of production that engenders 
revolutionary praxis Are we once again m the presence of a 
xevelatjon or a dogma 1 
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While fuDctionalism turns a hypothetical ptcmiae mto an 
axiom Marxism does the opposite luaicing an axiom out the 
conclusion of its analysis We should note that the finality pro 
posed by Marxism la not an indispensible part of its conceptual 
framework it is an analytical deduction but doubtful a^l the 
same If we ignore the end nojut of History— communioin— the 
basic couceptual structure of Marxism s a perfectly acceptable 
postulate On. the other hand while accepting the postulated 
existence of an inherent contradiction within the lelations of 
production the idea that this contradiction is essential and 
determinant can only be considered as a hypothesis one whose 
refutation would forbm the imputation of any final end to bisto-y 
Does this mean on the other hand that the verification of th s 
hypothesis would allow one to deeJa’-e a goal for history ? Not 
in the least Even if this verification w're both necessary and 
possible It would not be sufficient One would st II nave to show 
that tne oontnuity of humanity s future would win out over 
discontinuity Can this be done 

Given this starting point Marxism s efforts are invariably 
bent in the following directions 1) maintenance of the orthodox 
definition of the relations of production 2) demonstration of 
the universality of +he concept that m the final analysis the 
relations of production are determmaat , and 3) sys+smatic 
demol tion of a!i criticism as Marx did so wsU vis-a vis Proudhon 
and other contemporaries Marxism s recourse to the idea of a 
single determining factor and its inescapable finality is extremely 
paradoxical and illogical compared to a dialectical conception of 
the nature of social reality (i e its contradictory nature) It is an 
inexhaustible source of confusion and lends itself to the most 
low i'-vel rhetoric Given the history of our time Marxism can 
readilv be taxed with the ultimate insult that of being a bourgeois 
ideology 

The definition of capitalist relations of production remains 
the centre of any proof or refutation of Marxism The capitalist 
mode of production is built 1) on the separation of the means 
of production and labour power although tbeir unity is required 
for all production and 2} on the generalization of the oommo 
dity form and above all its apphcation to labour power 
But labour power is a commodity with carious properties the 
capitalist— owner of the means of production— purchases labour 
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power to DSC n the product on process and comes out of the 
process with more capital than he or ginally invested Mant 
defines the notion of surplus value to denounce this trickery at 
Its source the notion takes on the function of a parametric 
variable Without it the Marxist analysis of society and produc 
tion 13 incomprehensible and inconsistent The notion has no 
explanatory power outside of a theoretical framework that 
conside-s living human labour as the only source of value It 
follows that only products that incorporate living labour have a 
value based precisely on the amount of this labour Yet the land 
the soil has taken on value although not produced by man Here 
we touch the question of land rent 

For what can be understood as material and finally regret 
table reasons Marx did not have the time to finish bis analysis 
of rent which was relegated to the last sections of the last volume 
of Capital The relegation of the question to the end after 
and * oatside the question of production underlines the resis 
tance that the nature of rent poses to its integration into Marx s 
theory of value When he states that all he must do is demons 
tratc one fact the possibility of absolute rent without violating 
the law of value ’ (Selected Correspondence p 164) Marx 
explicitly recognizes the contradiction inherent here Did he 
succeed m his demonstration Did he not prejudice it from the 
start by analyzing a type of rent that was perhaps specific to 
agricultural production and/or to the 19th century ’> 

Some Marxists refuse to consider reopening the question of 
the labour theory of value and are astonished that one can 
discuss on the basis of a notion value that Marx supposedly 
showed throughout his work to be nothing more than mstru 
mental operational This fallacious argument served up as 
needed and under cover proceeds from an ex cathedra judgement 
making perfectly clear that leftist discourse is just as repressive 
in the West as in the East and that it is just as ideological as 
that of the liberal elites Do the abuses of the one justify those 
of the other 

Despite the intimidating architecture and thickness of this 
wall of bad faith one may still hope that a theoretical reexamma 
tion of land rent may seriously shake the Marxist understanding 
of value, and more In fact if the analjrais is followed through to 
its limit it becomes clear that only one kind of rent functions at 
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all times and in all circumstances Tfa s observation implies that 
at least n relative terms political relations can have a determin 
mg effect on relations of production It is thus the beginning of 
ta. refutation of the idea that m the final analysis the relations of 
production are universally the determining factor 

MARX ON RENT 

The concept of land rent has been amply discussed since Marx 
analyzed it During the 1970s m particular it was the subject of 
reflection related to the urban problem because of the upheaval 
in the cities at the time All of this work was done on the basis 
■of propositions advanced by Marx a century before, and this is 
what makes it indispensable to return to Mark It is imperative 
to note firstly that all contemporary discussions of rent postulate 
the generality and universality of ‘absolute rent the cornerstone 
of Marx s analysis and secondly that the debate concerns the 
concrete social foundations of the necessity of absolute rent So 
our return to Marx begins with his definition of absolute rent 

The trials and tribulations of a concept 

The term rent has been used in the French and English 
languages since th? 12th century Its etymology goes back to the 
idea of to render Originally the term concerned two types of 
transaction cither the sums paid to the owner of an asset by the 
person to whom that asset had been alienated, or the fee paid to 
a landowner for land leased out In both cases the idea of rent 
signifies total passivity on the part of the owner of the asset 
whether money or land, as far as increasing its value s concerned 
Classic political economy kept the term rent m us second accept 
ation that linked to land ownership On top of this theorists of 
the 18th and 19th centuries from the Physiocrats to Marx, 
developed a theory of rent on the sole basis of an analysis of the 
process of agricultural production as it existed m their tune 

The Physiocrate considered agricultural production to be the 
only activity capable of creating value hence logically enough 
considered agricultural land rent to be the only form of surplus 
value Adam Smith broke definitively with this naturalist 
approach when he defined labour as the basis of enrichment At 
the same time, however, he marginalized the question of rent and 
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tu ned it nto a problem The payiucat of rent became an 
aberration a conLradiction an anachronistic leftover of the feudal 
penod 

Smith did not grasp the incongruity posed by the obiiga ion 
to pay rent in a productivist society dnven by the antagonistic 
relation between capita! and labour For Smith rent was just one 
of the factors that deteimined the cost of production like wages 
or profit (197^ pp 152 247 249) Its value depended on the 
market price of products with the landowner taking all oi the 
surplus once w'ages and the average profit had been, pa d Since 
Smith considered that market prices were oetermined solely by 
demand he is consistent when he classes landowners according 
to whether they always or only occasionally bring in rent Smith 
includes a number of incident factors affecting the amount of 
rent fe tility of the soil geographic proximity to the market 
and the landowner s ability to evaluate the value of his land 
And this IS wnere the problem arises If labour is the soie source 
of value tne land not being producible, can have no value and 
hence can be neither a determining factor m the value of products 
nor a source of value So how can one explain the payment of 
rent And why is rent paid ? 

David Ricardo considered the founder of the theory of rep 
quite simply eludes tlie problem strange as that may seem To 
explain the existence of rent he refers to the free gifts of 
nature , non producible but belonging in fact and m light to 
landowners ( 1973 op 33 47 219 226 and 272 292} Thus rent is 
necessanly differential It is based on the differences in the costs 
of production incurred in the agricultural exploitation of the 
land Since on the one hand these costs vary according to the 
fertil ty of the soil its location and the fixed capital invested in 
the improvement of the land and on *he other hand the market 
price 13 determined by those units of land whose exploitation 
incurs the highest cost of production those units whose exploita 
tion incurs lower costs (that is the most fertile the best located 
and the most improved land) bring in a rent And, of course, the 
least productive units do not As Marx points out Ricardo s 
analysis is concerned only with the conditions of existence of 
surplus profits in agnculture those which would exist even if 
landed property was abolished Hence Ricardo eliminates the 
problem of rent and his reasoning brings up a question that is 
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also asked by Marx Whj would landovtutrs 
brought m no rent '> 

Almost one hund'ea yeais paa cd ^fitr thi, 

Adam Smith’s work before Marx in tnr* If ol l J '\|; question of 
rent At this point in time, ih- qutstton icraajQe^ tolaUy 
unanswered and elerients of a soluiion were While the 
problem of differential rent seem-d fairlj c!i,ar it emamed 
independent of landed property and this was acceptable 
Rent began whert, the average profit ended but nie explanation 
for th s excess was lacking What is more lent conid not play a 
role in the dete mination of tne value of commodities without 
invalidating all economic thought since Smith who vvas the first 
to base value on labour Marx was conscious of the danger rent 
posed for the labour theory of value In tact Marx treated the 
question of rent on two levels First he made an m deptu analysis 
of agricultural rent howing the possibility of the existence of 
absolute rent (Volume III Part VI 1967 pp 614 814) Secondly 
he placed rent back into the more global context qj- jjjg jgdistn 
bution of society s suroius value (Volume III Part VII Chapter 
XLVIll 1967, pp 814 831) 

Absolute rent 

Marx s essential contribution to the quMtion of agricultural rent 
IS his definition of the concept of absolute rent fjg could not 
endorse Ricardo s point of view as it stood nor could he conceive 
of landowners as philanthropists For Marx the market price of 
agricultural commodities equals the cost of production pins the 
average profit plus absolute rent But this implies that rent is a 
factor of valorization since the market price is more or less 
equal to the value of the product Now from a Marxist point of 
view this interpretation is erroneous srace it contradicts the 
theory of value eroding the cornerstone of classical economic 
theory and of Marxism itself Of course the neo classical 
economists have made sure to remark on this Weakness with 
great fanfare Samuelson peremptorily states 


The simple theory value which said that the pnee ratios 
of goods can be predicted from labour costs alone mdepend- 
ently of the utilities which bnng ® demand for the 
goods has thus been refuted Costs of production include 
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rent as well as payments (1966 pp 778 779) 

But the nco classicists do not have any alternative explanation for 
he value of rent For all practical purposes it remains indefin 
able Supply being inelastic by definition the price of land and 
wi+h It rent vanes solely according to demand Samueison is 
categorical on this point (1966 pp 587 592) But a question must 
be posed here if the value of rent is determined by the demand 
for land which is in turn detennined by the demand for com 
mod ties wheat for example how can rent play a role m deter 
mining the price of wheat The reasoning is tautological and 
Samueison knows it 

To conclude whether rent is or is not a price deterrmmng 

cost depends on the level of the viewpoint firm industry 

or whole economy (1966, p 584) 

His solution IS a weax one In fact neoclassical economics 
IS incapable of explaining rent Only Marx offers a relatively 
coherent theoretical argument hence the interest in returning 
to it 

For Marx then absolute rent is based on the difference 
between the valne of the product and the general price of 
production while differential rent results from difference? 
between general and particular prices of production Differential 
rent is thus derived from disparities among costs of production 
while absolute rent is born of the difference between the 
average rate of profit and the surplus value extracted Now given 
an equal rate of exploitation, this difference can exist only if the 
organic composition of agricultural capital is lower than that of 
social capital as a whole This difference cannot be maintained 
unless the principle of equalization of the rate of profit is not 
operative m the agricultural sector This last condition can only 
occjr if capitd is not allowed to circulate freely and this is 
precisely the role played by landed property Thus landed 
property is well and truly the basis of rent The abolition of 
landed property and thus ffie equalization of the organic 
composition of capital would eliminate absolute rent Marx i 
very precise on this point (1967, p 765) This definition of rent 
can be expressed by the following conditional equation for 
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1 1 ( e the agncaltaraJ sector) aad /— (i e a i uaits of 
production) 

>Pi if <? ( 1 ) 

where —value of agricultural products 

Pj =geaeral price of agricultural production 

“organic compos ton of agricultural oroductioa 
q —organic composii'oa of total social capital 
By transforming (i) to take ac^/Ount of rotation time we obtain a 
new equation 

As +Plx (2) 

As Pi =Ci -hPPi (3) 

where Cj “advanced agricultural capital 
PIi “agricuKural surplus value 
PPj “average agricultural profit 


Knowing that 


PPi “pr 

<4) 

where pr “average rate of profit 

Kj “invested agricultural capital 

It follows that 

Cl +Pli >Ci +pr Ki 

(5) 

Hence ~^>pr 

(6) 

If we suppose that Ki —C^ 

<7) 

Then pr^=— ^>pr 

(8) 

■where pr j “agricultural rate of profit 

c 

Since pr 

(9) 

And C“c+v 

(10) 


where ^“constant capital 
V “Variable capital 
It follows that 


y PI 

” c+v " g+1 


(W 


Since 



by definition 


02 ) 
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c 

And q by defin t on 

V 

where p\ =rate of surplus value 

If we take into account the rotation time of capital 
suggested by Engels it follows that 
pi 

As a result equation (8) becomes 

pi 1 pi _ 

H (^1 + 0 ^ t (q - T - 1 ) 

Where 


( 13 ) 


(r) as 
(U) 

(!•') 


(pi i) (t ) +1) 


-> 1 


( 16 ) 


(pi )(fi)(9l+l) 

Marx s thesis would appear adm ssib’e \ alue will be higher than 
the price of production if the organic composition of social 
capita! as a whole is greater than that of agricultural capital, 
insofar as 


1 Pli>Pl (17) 

And 2'’ / (18) 

Or 2 (pi i) it )>(pl )(h ) m 


But alongside the relation between organic compositions are 
other equally important condition the relation between rates 
of exploitation and the relation between rotation times What 
were these relations in the 19ih century What are they today 
Only a quantitative analysis of agricultural production comparing 
it to conditions of production in the economy as a whole can 
provide adequate information concerning these relations Marx 
recogmzed this 


As to the existence of absolute ground rent that is a question 
which would have to be solved statisucally m each country 
(Selected Correspondence p 164) 

As first glance Marxs general definition would appear to 
reconcile rent and value But to properly understand the 
complexity of this definition and its fragility we must continue 
our examination of a number of variables that may come into it 
In fact the problem is deciding what is included in invested 
capita] and what is not The schema on the followmg page should 
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facilitate understanding the path taken by the various forms of 
capital 

While Marx s process of analysis clearly shows theoretically 
the possible existence of absolute rent two problems remain 
First we must note that while the market price of commodities is 
generally more or less equal to their average value in the case 
of agricultural products the market price must be ‘fixed 
according to the maximum value rather than the average 
Otherwise one is forced to admit that less productive land might 
possibly bring in no rent at all since everything depends on 
the difference between extracted surplus value and average 
profits 

The second point at issue concerns the calculation of average 
profit The cost of production equals capital advanced during a 
production cycle the average profit however is calculated 
according to invested capital Is this equal to advanced capital ‘t 
The distinction is an important one since if one understands 
invested capital to mean advanced capital plus the total capital 
invested in the purchase and improvement of the land then the 
differential relation between value and price cannot be verified 
empir cally This makes it imperative to examine the analysis of 
these two items 

Marx s examination of the question is both clear and 
imp) ease It is evident that the average profit is calculated on 
the basis of the total capital invested both fixed and circulating, 
even if only a tiny proportion of fixed capital is used up in a 
given cycle of production As a result invested capital equals 
advanced capital only if production requires no fixed capital at 
all Otherwise the first is necessarily larger than the second 
(1968 p 930) This definition is consistent with that of the 
average profit which leads to the redistribution of social surplus 
value according to the proportion of total capital held by each 
capitalist on the basis of the law of competition which equalizes 
the rate of profit 

Equation (6) must therefore be modified as follows 



Cl 

A. 


>pr 

* JLi 
pr 


> 1 


( 20 ) 


Hence 


( 21 ) 
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Hence 44 In (22) 

jSTi (pi ) (fj ) (^1 +1) '' 

It now beccmes even more impoitant to clarify whether or not 
invested capital includes the market price of the land and the 
capital incorporated in it The stakes are high since if one or 


other of these categories of capital are included m fixed capital 
one has introduced a factor of variation that can make all the 
difference to a quantitati jt analysis of rent 

For Marx the pnee of land is nothing other than capl^ah^ed 


rent, and as such it cannot enter into the determination of tne 


price of commodity production On the other hand, it plays a 
role as a production cost for those exploiting the land (1967 pp 
647 64S) There is a paradox here one that Marx does nothmg to 
elucidate 'While on one level he rejects totally the idea that the 
price of land can enter into costs or prices on an accounting level 
he admits that this price is included as an individual production 
cost (1967 p 808ff) But though he recognizes this contradiction 
he does not propose a consistent analysis of it simply imputing 
It to the capitalist mode of production 

Marx bases his thesis on two axiomatic premises on the one 
hand once the land Las been acquired the person working it 
must invest if production is to occur Now this productive 
inv^tment is totally separate from the price of the land On the 
other band the capital cannot exist twice once as land m the 
hands of the buyer and once as money in the hands of the 
seller 


rthe price of land] forms neither a part of the fixed nor of 
the circulating capital employed here it merely secures for 
the buyer a claim to receive annual rent, but has absolutely 
nothing to do with the production of rent itself (1967 
p 808) 

The buyer now no longer has capital but in its stead a piece 
of land The circumstances that the rent produced by a real 
investment of capital m this land is calculated by the new 
landowner as interest on capital which be has not invested in 
the land, but given away to acquire the land does not m the 
least alter the economic nature of the land factor (1967, 
p 809) 
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A few pages later however Marx comes back oathjs proposition 
but without makiDg it more explicit unfortunately 

The conflict between the price of land as an element m the 
producers cost price and no element m the price of 
production is but one of the forms manifesting the 
general contradiction between private landownership and a 
rational agr culture the normal social uti'isation of the soil 
CI967,p 812) 

Tie argument is unacceptable If the price of land enters as a 
component of the particular cost of production then it should be 
considered a part of advanced capital As a consequence each 
“amortized’* part of this price will necessarily be a part of the 
price of production since invested capital includes advanced 
capital by definition If we accept this last proposition from 
Marx then we arc forced to reject the theory of absolute rent, 
hence the necessity to demarcate from this second thesis if 
we are to avoid a circular, tautological argument The fact that 
each farmer includes the amortization of the price of land when 
drawing up his balance sheet m no way implies that this amorti- 
zation in fact enters into the cost of production otherwise those 
who inherit land could sell their products at below market prices 
Do they ? 

The second part of the question concerns capital expenditure 
made to permit the utilization of otherwise unusable land or to 
improve inferior land Here Marx talks about capital being 
“incorporated into the land he also qualifies it as fixed 
(1967 pp 764 776) Here again the attributes of this type of 
capital are ambiguous If it is fixed capital it will necessarily be a 
part of the calculation of the average profit and with it the pnee 
of production and if it is put to work and used even partially, 
during production it will eute^- into the value of commodities 
Well, apparently this is not the case 

The so called permanent improvements nearly all amount 
to giving a particular piece of land in a certain limited 
locality such properties as are naturally possessed by some 
other piece of land elsewhere, sometimes quite near by 
However, land yields rent after capital is invested not 
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because capital is invested but because the invested capital 
makes this land more productive than it formerly was 
This rent too which may be resolved into interest becomes 
pure differential ren as soon as the invested capital is 
amortised Otherwise one and the same capital \sould have 
to exist twice as capital (1967 pp 745 746J 

Marx s analysis tends to define capital incorporated in the 
soil as fixed capital but not as invested capital entering into the 
cost of production The capitalization is necessary to increase 
productivity m the case of differential rent II or to allow the 
land to be used for production in the case of absolute rent but 
It IS insufiicient in itself for production to occur However since 
It IS an expense possibjy requiring financing the capital involved 
must be amortized It cannot be amortized out of rent hence it 
cannot occur at all unless the difference between the price of 
production and the market price is suflSciently large It also 
follows that capital incorporated, m the soil does not affect the 
organic composition 

For Marx s theory of rent to function neither the price of 
land nor incorporated capital can be defined as invested capital 
even if ui one case it is clearly fixed capital These two types of 
capitalization a landowner may carry out are absolutely indc 
pendent of the nature of the economic activity tlie land may be 
used for and neither one enters into the calculation of value or 
pnee of production On the other hand from the landowner s 
perspective the decision to keep or acquire property rather than 
investing equal capital in another sphere must satisfy the 
criterion of profitability, the land m this case being more 
profitable 

Given these restrictions — that neither the price of land nor 
capital expenditure incorporated into the soil enter into the value 
or price of production — Marx s definition of absolute rent is 
coherent and therefore admissible Making use of it however 
remams a somewhat delicate operation because of the complexity 
inherent in its relative character Rent is based on the disparity 
between the value of commodities and their general price of 
production the elements of which are difficult to grasp Maix s 
explanation of the chronic existence of this disparity between 
price of production and value is also consistent The continued 
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“xistence of th s dispanU seems to depend on the mairtenance of 
the difference between the organ c composit ors of capital n 
agriculture and capital in general this function is assured by the 
Tight to property By limiting the free circulation of capital this 
right prevents any increase in the organic composition and, there 
fore any equalization But the organic composition of capital is 
not the only variable affecting the existence of rent far from it 
Lastly value must not be seen as an absolute limit The market 
price may be higher than the value if the product is under the 
control of a monopoly This surplus rent is thus a monopoly rent 
From Marx s point of view this would appeal to be linked to the 
product rather than to land ownership Here again we sec a point 
both clear and obscure, but that is another story 

Biffereotial rent 

Differential rent is based on disparities between individual 
production costs Given the same total production each producer 
advancing a relatively smaller amount of capital than that 
advanced by other producers realizes a surplus profit Similarly 
given the same individual production cost any producer 
producing a greater quantity also realizes a surplus product In 
either case this surplus profit may become rent if appropriated 
by the landowner This is differential rent 

Normally such disparities are understood to originate m two 
different sets of conditions resulting m two types of differential 
rent differential rent I which results from conditions external to 
the process of production but Imked to the quahties of the site 
(considered natural as a result) and differential rent II which 
results from conditions interna! to production because linked to 
technical productivity Differential rent thus refers to two kinds 
of a prion conditions having nothing in common except that they 
arc both result in surplus profits 

Consider the following formulation of the problem of 
differential rent m general The un t of exploitation (j) of the 
sector of production (i) (agriculture) the value and the price of 
production present themselves as follows * 

Vii=-Cx}->rPUi (23) 

* The comparisons made here presuppose the choice of a common unit of 
measurement such as an acre 
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Pit Cij-hKtpr (24) 

where I agricultural production sector 
7 =unit of production 
C=advanced capital 
PI = extracted surplus value 
) savalue of commodities 
P= price of production 
pr* =rate of profit 

isr= invested capital 

If for the purposes of demonstration we assume that absolute rent 
does not exist then the rate of profit m the sector (i) is equal to 
the general rate of profit hence 

pri=^pr (25) 


If one proposes the hypothesis that oifFercntial rent exists this 
implies that value is greater than price hence that extracted 
surplus value is greater than profit Hence the following 

PIfi>jKij {pr ) (26) 

or P\ii>Ki, [prh ) (27) 


hence PUj>KH 



(28) 


or 


that 


PUs 

Kti 


> 


PU 

K* 


(29) 


As a result the conoitions for the existence of dilferential rent 
are present whenever equation (29) can be verified in other 
words each tune that the individual rate of profit is greater than 
the agricultural rate of profit 

A particular rate may be higher for two reasons either 
because the individual capital required for production is lower, or 
because the individual rate of surplus value extracted is higher (m 
such proportions that the individual rate of profit to remains 
above the overall agricultural rate of profit) From the 
examination of the nine possible combinations of variables in 
volved m comparing the two rates of profit, as m the table below 


Surplus 

value 

Ki >Kis 

Capital 

Ki =Kis 

Ki<Ku 

PUi>Pli 

case 1 

case 4 

case 7 

Plii=‘PU 

case 2 

case 5 

case 8 

Pln<Pli 

case 3 

case 6 

case 9 
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one can draw the following conclusions 

1 m cases 5 6 8 and 9 differential rent cannot exist 2 
cases 1 2 and 4 satisfy the conditions for the existence oi 
differential rent necessarily type I because Ktj<=Ki 3° in 
case 3 the exi stence of differential rent I remains contingent on a 
supplementary condition The same applies to case 7 although it 
concerns differential rent II 

In cases 1 2 and 4 the right to property doesn t interfere 
with the process of capitalist production by setting np a block to 
the circulation of capital Rather it acts iilce a monopoly 
authonzed to collect relauvely greater surplus value thin that 
collected by other producers This is the case whatever the 
apparent reason whether lower production costs greater natural 
soil productivity particularities of the site and so on Whatever 
the mechanism behind it the effect is the same and can be 
attributed solely to the site Differential rent I which can be 
called locational rent, is thus a type of ‘monopoly because it is 
based on the unique properties of a particular site It is in no 
way related to absolute rent 

As for differential rent II it pos'^s a problem that is virtually 
unintelligible on the level of theory On the one hand it has been 
established that agricultural production permits the extraction of 
an absolute rent because the right of private property m land 
limits the circulation of capital thus mimmizmg the investment 
of constant capital But inversing this logic differential rent II 
presupposes precisely a level of investment superior to that made 
by other producers and along with it higher productivity Thus it 
falls under a capitalist logic freed of the constraints posed by 
landed property Yet this is not clearly the case As well 
depending on whether the surplus investment implied by 
differential rent 11 is made m equipment or m the improvement 
of the soil it will or will not influence the individual cost of 
production In effect always according to Marx m the first case 
the amortization of the surplus investment will have direct 
repercussions on the individual price of production while m the 
second case it will be amortized out of rent Now this cannot be 
absolute rent it can only be differential rent I If it was absolute 
rent one would have to ask why all farmers wonldn t invest in 
better equipment since such equipment would brmg m surplus 
profit The logic of property as a barrier to investment would- 
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col apse and the theory of absolute rent would be ab olutcly 
inadm ssible 

If on the other hand the investment in qui-stion went soLly 
to improve the land differential rent I would be a prerequisite 
Otuerwj e the farmei would be heading straignt for bankruptcy 
As a result the problem of difTereuiial ’-ent II necessarily comes 
under the dynamic of differential rent I which is based on the 
logic of monopoly 

Thus when all is said and done only two types of lent exist 
'ibsolutc rent and monopoly rent Each m their own way 
expresses a contradiction between the logic of landed property 
and the logic of capital gnen the place of these two categories m 
Marxist theory 


the way of the world 

The examination we have begun requires a deeper analysis of the 
similarities and differences between absolute and monopoly rent 
At this po’Dt it IS primordial to establish the ejffects of these two 
factors on total surplus value the point of contention of the 
relations of production Our discussion has not resolved the 
question of a possible contradiction between the theory of value 
and the theory of rent In fact the definition of rent developed by 
Marx through an analysis of agricultural production does not 
take on its full theoretical role until be reinserts it in a more 
general context which he does in Part VII of Volume III of 
Capital {\9in p 84ff) In this section Mark analyzes the three 
forms of income profit rent and wages and their supposed 
sources capital land and labour His objective is clear to show 
that profit and rent arc simply surplus value and that as a result 
the only true source of income is labour Marx thus completes his 
analysis where he began it with the axiom that labour is the only 
source of value 

To prove his argument he resorts to proof through absurdity 
Examining the contrary hypothesis he takes it to absurdity The 
reasoning is simple If the factors of production — capital land 
and labour — are all defined as sources of value then each will 
give to commodities a fraction of their value Smee income 
signifies this value in return it is possible to determine the value 
of commodities In other words tautology is mevitable and the 
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que t on of value rema ns insoluble 

However if one retains the hypoth*s s that laoour is the 
only source of value then social products only have value as 
commodities according to the mass of living labour incorporated 
withm them and insofar as labour itself is denned as a commodity 
having an exchange value This exchange value of labour Marx 
defines as a variable dependent on the relation between the 
amount of labour required to reproduce labour power and the 
amount of surplus labour furnished by this same labour power 
To a theory of the absolute value of labour— which can only be 
proved from outside the domain of political economy if it too is 
not to become a tautology— Marx counterposes a theorv of the 
relative value of labour which is internally consistent Thus 
throughout Capital the relation between necessary and surplus 
labour is conceived as the parametric function defining all other 
variables 

Marx s explanatory schema is more ihan a postulate it is an 
axiom for ah intents and pu poses anprovable that must be 
accepted as self evident Departing from this axiom of surplus 
value n the slightest means removing all logic from Capital s 
analysis In the entire conceptual framework forged by Marx this 
is perhaps the only clement that could give rise to dogmatism 
But It IS no small element In any case, theoretically or not can 
we depar* from this axiom ? Outside of God or tae Absurb, we 
have no al crnative Is this dogmatic dimension alone sufScient 
to justify all those actions, both bloody and stupid, claiming to 
s+em from a Marxist analysis i Can the social universe deciphered 
by Marx not be reduced to a simple Mamcheism opposing good 
and evil 

So for Marx, lend rent can only be surplus value indirect 
extorted labour 

Its normal form presupposes wages corresponding to the 
value of labour power Even monopoly rent must always 
indirectly be a part of the surplus-value If it is not part of 
the price excess above the price of production of the 
commodity itself of which it is a constituent part (as in 
differential rent), or an excess portion of the surplus value of 
the commodity itself of which it is a constituent part above 
that portion of its own surplus value measured by the average 
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prof t {as in absolute rent) t is at least part of the surplus 
value of other cotnmodit es i e of commodities wh ch arc 
exchanged for this commodity having a monopoly price The 
sum of the average profit plus ground rent can never be 
greater than the magnitude of which they are components 
and which exists before this divis on (1967 pp 832 833 our 
emphasis) 

The statement s perfectly clear, as are his explanations The 
three types of rent differential absolute and monopoly do not 
proceed from the same rationality and as a result do not have 
the same effects on social surplus value and its division even if 
their ultimate cause property is the same If the conclusions 
drawn up to now from the analysis presented in these pages are 
acceptable— that is that tncrc exist two types of rent absolute 
and monopoly— 'We still must examine their varying effects on 
social relations 

Land rent has dual origins either it comes from surplus 
value extracted m a given sector of production as in agriculture 
or It comes from social surplus value that is surplus value 
produced by all sectors of production This statement conforms 
to Marx s propositions and could not be more consistent with the 
fundamental definitions of the diverse variables that go into the 
elaboration of his theory Now the effects of these two types of 
rent are antagonistic as far ^ their impact on the general rate of 
profit is concerned hence in the final analysis on the value of 
commodities produced The formula Vi >Pi resulting from the 
■dispanty between the organic compositions of agricultural 
and general social capital necessarily implies that the rate of 
profit m agriculture is higher than in production m general 
pr 1 >pr — this IS the case of absolute rent Monopoly rent 
implies that Vi<Pi hence that the sectorial rate of profi,t is lower 
than the general rate since monopoly allows one to sell at a price 
higher than value extorting a part of social surplus value that 
would otherwise fall uuder profits Since those elements involved 
in calculating a sectorial rate of profit are also involved m the 
calculation of the general rate one has to admit that the payment 
of ‘ absolute rent therefore increases this general rate while the 
payment of monopoly rent has the opposite effect This shows 
not that rent takes part in giving value to commodities but that 
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the social relation underlying the existence of rent exercises a real 
if ind reel control over the social alue of labour 

Let us djgress Accordaog to Marx the social labour furnished 
by a society can be divided into two types necessary labour- 
labour that produces the goods necessary to reproduce the 
labour power expended — and surplus labour-unpaid labour pro 
vided by this same labour power above and beyond necessary 
labour The relation between these two types of labour expresses 
the level of exploitation of labour power measu'ed in ferms of 
time This labour power is put to wort that is applied to pro 
duetjon m a single continuous recursive time period The hnat 
of each period is determined by the tunc spent on the reproduc 
tiott of the labour power expended 

However, the rate of exploitation may be measured not 
only m terms of time, but also — and above all — according to a 
scale of value defined on the basis of the particular * value that 
society places on labour This is exactly what Marx wants to show 
since he considers that commodities have exchange value only 
because they incorporate living labour the only source of value 
This attribute of labour is due to the fact that in societies domma 
ted by the capitalist mode of production living labour is treated 
as a commodity havmg its own exchange valus But logically , 
shouldn t this value equal its general cost of (re)prodnct)oa as 
the following formula would indicate 

(Kr=Cr (I~hpr ) 

This would be to *rccogm*e that the social value of labour (VT) 
IS equal to the social capital (CT) employed in (re)producing it— 
in the wages paid — plus the average profit on this capital (Remem 
bermg that this capital only has value because it is itself the 
product of earlier living labour Otherwise one would be forced 
to consider that capital has a value m itself ) Thus expressed the 
definition is tautological and absurd as well What meaning cm 
a measure of the value of labour have if value is itself defined accor- 
dmg to labour 7 It is equally absurd to posit an absolute value 
whether for labour capital or land 

The rate of exploitation relates necessary and surplus labour, 
and this definition underlines the measure of the rate of surplus 
value since surplus value and variable capital are the variables 
which express surplus labour and necessary labour m terms of 
value rather than time Here we must recall that the existence of 
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surplus labour s not the result of a natural hw -ind t erefor 
1 nevitablc and indiscutablc Surplus about results f oni a balance 
of power in society whereby one c*ass convinces anotne’' by 
force or by persuasion to work more than is necessaiy and for 
nothing the product of this extra labour not being equuably 
redistributed among individuals groups and classes 

If the problem is posed in these terms, the impiication js, 
that for a given labour power the less labour time and capital 
required to reconstitute it the less is its value If two units of 
labour power of unequal value are applied to production for the 
same length of time the unit of lesser value will produce a larger 
amount of surplus vame and therefore be subject to a greater 
rate of exploitation As well given that this surplus value will 
not be equally distributed those individuals benefitting from this 
inequality wiU have every interest m optimiz ng m their favour the 
relation between surplus value and wages 

Notwithstanding the various techniques that exist for 
maximizing the rate of surplus value a reduction in the price 
of labour will also involve minimizing the price of those 
commodities taking up a significant proportion of wages, 
including among others food and housing Now both of these 
commodities are subject to the payment of rent Th s implies 
that the payment of rent whether absolute or monopoly, nsces 
sanly increases variable capital thus reducing extractable su-plus 
value But the consequences of the payment of a rent are not 
identical depending upon the type involved monopoly or abso 
lute One can see that the effects of variations in the rates of 
surplus value and profit one upon the other are visible in the 
relation between constant and variable capital The payment of 
any rent whatsoever increases variable capital and thus tends to 
lower the value of the parameter (c/v)+l However since the 
existence of absolute rent implies the super exploitation of 
(agncultural) labour which tends to increase the average rate 
of profit one may assume that it has little effect on the general 
rate of surplus value But the payment of monopoly rent can 
on the contrary, only tend to lower the rate of profit and conse 
quently the rate of surplus value This proposition implies that 
the political relations underlying each type of rent are perhaps not 
of the same order, given what each one represents 

Given the logic of cepitalistn, therefore, monopoly rent is 
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an “inadmissible” parasitic practice, while absolute rent acquires 
such a dimension only in certain situations, thus making it 
tolerable What is more, under certain circumstances such a 
form of rent may even represent a disguished method of counter 
lag the tendency of the rate of profit to fall Hence one can 
understand the maintenance of relations underlying this charac* 
tcnstie of agricultural production On the other hand the fact 
that the payment of monopoly tent continues to exist and conso 
lidate itself, even intensifying along with the development of the 
principal contradiction between the socialization of labour and 
the concentration of ownership of the means of production, 
clearly implies the existence of a contradiction withm the bourgeois 
class itself This is an important point as far as urban questions 
are concerned, since urban rent is necessarily a monopoly rent 
But it IS also important from other points of view The distinction 
between the production of means of production and the produo 
tion of consumption goods is no doubt more than a simple 
analytical classification It would perhaps be worthwhile to return 
to the concept of financial capital an idea which paints too 
homogenous a picture of the ‘ interest of capital’ Our digression 
remains open 

Scientific theory or dogma ? 

This recapitulation of Marx’s analysis shows that bis treatment 
of the problem of rent, no matter how heuristic it may be, 
contains elements that remain open to interpretation Marx has 
not overcome the latent paradox between the theory of value and 
the theory of rent, and the universality of absolute rent is 
extremely questionable Demargiaahzmg the theory of rent m 
fact implies adopting a totally relativistic theory of the value of 
labour But such a theory is not possible unless the political 
'Equality of social relations has just as much weight as their 
economic quality if not more As a result the determining 
role of economic factors on social structures 'm the final 
analysis” is impossible since such an assumption necessarily 
relegates any theory of rent to absurdity and anachronism More 
over, this axiom— ^ legacy of 19th century positivism— reduces 
Marxism to a more subtle vamtion of functionalism, susceptible 
to being used as a disguised “bourgeois ' ideology 

Ibis general cnbcishi does not ntvahdate Marx s theoretical 
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contribution far from it his analysis flows from a remarkable 
conceptnal framework Firstly one must recognize the general 
coherence of his definition of absolute rent It presupposes a 
process of production dominated by the valorization of land 
itself under the sway of property rights This rent therefore 
emerges out of the difference between the cost of production 
and the value of the commodity produced which acts as the 
relative limit on it This form of rent implies superexploitation 
of labour power and under capitalization The second form of 
rent — monopoly rent — does not necessarily presuppose a parti 
cular process of production It is based solely on the right to 
private property of land and consequently the ownership of the 
natural or social riches inherent in it This type of rent is thus 
based on the balance of power between landowners and ‘ others 
and the state of this relation is the only limit on this type 
of rent 

But we must recognize that while monopoly rent results 
solely from the exercise of the right to private ownership of a 
piece of laud, it nonetheless presupposes the occurrence of 
production ‘somewhere else that requires such and such a 
resource here that is a part of land there Monopoly rent 
thus presupposes the existence of a relation of production which 
produces a surplus value in this case appropriated by a distant 
landowner Hence it is a political relation that forces a bourgeois 
* here to give a portion of his surplus value to a landowner 
' there ’ Now this political relation while clearly affecting the 
surplus value producing relation of production is not a 
consequence of it On the contrary it may be its starting point 
From this reasoning can we deduce that monopoly rent is a form 
of absolute rent No because in the case of monopoly rent 
nothing allows us to believe that the organic composition of 
capital corresponds to that needed for the existence of absolute 
rent We are definitely faced with two distinct types of rent And 
possibly monopoly rent may be the more general form 

Differential rents do not m fact constitute analytical 
categories properly speaking Differential rent I is just an expres- 
sion of monopoly rent while differential rent 11 is based on 
marginal logic The 'natural advantages of a piece of land 
should not induce naturalistic reasoning , these advantages have 
no economic value except in relation to a socially defined market 
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and no political value except m relation to social relations 
defining the politico legal force of the right to property 

On another level, one can see from Marx’s analysis that the 
question of rent is a great source of confusion Thus the notion of 
landed capital is an illusion , the right of property is exercised 
Cither over landed property or over capital Landed property is 
cot a form’ of capital Ignoring this distinction forces one to 
account for the same capital under two headings which is 
illogical Similarly the capital incorporated m the soil through 
land improvements intended to increase its profitability does not 
constitute invested capital This capital outlay can only be 
amortized through rent and does not imply the payment of 
interest Lastly the price of land whatever the degree of 
improvement that has been made is always equivalent only to 
capitalized rent which is determinable only according to the 
profitability of the landed property in question 

As far as the question of urban land rent is concerned Marx s 
contributions are of importance because they clearly define our 
field of imestigation They provide key concepts for mterpretmg 
a part of the logic of urbanization-urban rent, apparently beyond 
understanding Certainly Marx peremptorily dismissed thia 
question , only absolute rent interested him especially since he 
didn t push his analysis to the limit A lack of time ? Perhaps 
The fact remains the question of rent fundamentally political m 
Its foundations contradicts the now planetary obsession of 
economist determinism because it rclativizes the theory of value 

RENT AN URBAN REALITY 

A distinctiOQ IS generally made between rent on a conceptual 
tevel — absolute rent differential rents and monopoly rent— and 
on a factual level — agncuHural rent and urban rent The 
distinction is important because of the passage it presupposM 
from the factual to the conceptual levels, from the fact to the 
object the object to the concept and vice versa 

The preceding analysis made a clear distinction between two 
objects absolute rent and monopoly rent It also showed that 
differential rent I (DRI) or situational rent is monopoly, not 
absolute rent and that differential rent II does not exist la 
agriculture The analysis also led to a different undetstandingof 
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land rent than that of Marx On the most general level land rent 
represents no more and no less than the transfer of a fraction of 
society s surplus value to the owners of land This occurs on the 
basis of juridico political relations that follow from the existence 
of property rights not on the basis of the relations of production 
Thus land rent is above all a monopoly rent with absolute rent 
being simply a particular specific form of rent Absolute ’■ent m 
fact does not come from social surplus value m general It conies 
from agricultural surplus value because of the contradictory bu«. 
limited effect of property rights on the circulation of capital m 
this particular sphere of production 

As well when Marx demonstrated the possible existence of 
absolute rent he only partially dealt with the latent contradiction 
between rent and value In doing «o he concealed monopoly "ent 
behind absolute rent creating an illusion that diverts ciiticism to 
this very day This is why it remains difficult to grasp rent m an 
urban context The fact does not correspond to the object 
Intentionally or not Marx distorted the passage from concept to 
fact by declaring explicitly or implicitly that absolute rent and 
urban rent are equivalents Such an equation can be refuted 

Agricultural reai is made up of absolu e rent and monopoly 
rcnt(DRl) but urban rent conceals no absolute rent and is 
solely a monopoly rent This hypothesis is an admissible one 
insofar as one avoids considenng urban and agricultural ren+s as 
equivalents clarifies the object of the monopoly m question and 
delimits the na ure of the real ty in question— urban rent 

A LITERAL SETTLING OF ACCOUNTS 

Repeated attempts to understand urban rent nave been crippled 
by the false necessity of establishing an analogy between 
agricultural and urban rent Did not Marx affirm that the two 
phenomena were one and the same But if this analogy is 
accepted it is inevitable that construction be considered a 
productive activity analogous to agricultural production (Alquier 
1975 Lojkine 1975 Knfa 1979 Lipietz, 1973 Fisette 1978) 
Now if we look at the facts the analogy is a weak one 
agriculture has a yearly cycle, construction does not agnculture 
does not produce durable goods construction does , agncultarat 
products arc consumption goods buildings are capital goods. lo 
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any case construction occurs withm the agricultural sector itself, 
since farm buildings are not products of nature It does not take 
a lot of research to conclude that as an activity construction 
produces durable goods usable in any form of value creating 
activity be it agricultural urban or extractive It is astonishing 
tuat the impasse created by the analogy between agricultural and 
urban rents has not been remarked upon earl er 

In any case an analogy wasn t what was needed, since 
scientifically speaking an amlogy has no explicative significance 
Rather the task was to identifj tnose elements in urban rent that 
a’^e homologous to elements m agncultural rent If agriculture is 
understood as a set of practices contnbuting to the valonzat on of 
a piece of land, then only the process of urbanization, rather than 
construction can be considered a comparable set of practices 
also contributing to the valorization of space But a methodo- 
logical problem arises m defining such a homology between 
agriculture and urbanization Is such a homology to be established 
on the level of forms or functions ? Now the theorization of 
forms IS decreed to be unscientific while tnat of functions goes 
nowhere your money or your life (Ricbot 1977 1979) 

One way of dealing with this dilemma is to re establish the 
relationship between form and function Such an analysis would 
attemp* to identify the various structural components of the form 
in question and relate them to the various functions either 
attributed to or recognized as being a part of the phenomenon 
being examined From this perspective the form/f unction relation 
would have meamng based both on knowledge and interpreta 
tion However, such a relation could not be considered either as 
an absolute or as pure contingency It would be necessary to 
define it as the result of a given historical logic and therefore 
variable in time and space with such variations being explicable 
Since the existence of variations presupposes the action of forces 
relating form and function implies the existence of a middle 
terra the social forces that are necessary for change to occur 
If agriculture and urbanization are conceived as forms of 
valorization of space and if one postulates that their formal/ 
functional structure follows from a historical logic based on the 
rlynamic relationship between social forces, then one must admit 
the possible existence of several forms of agriculture and several 
fo ms of urbaniaation One must also admit that these forms or 
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what s left of Ihcin arc dctenmoed by history ]f in turn history 
IS seen as the product of a class struggle these forms therefore 
result from past and present straggles Of course such a 
conception is potentially incompatible with any approach that 
declares producuon to be the determining factor since the 
functionality of such production remains mdissociable from its 
formal constitution the nature of which is unknown Whatever 
the case, we know that the a priori adoption of a productivist 
axiom compels any analysis to prove the existence of essential 
needs The reduction of forces to needs thus turns the class 
struggle into a natural phenomenon denying the power of 
societies to influence history 

Lastly It IS important to point out that the search for such a 
homology between agriculture and urbanization would be an 
arduous even impo ssible task What is more starting from the 
hypothesis that such a homology exists would automatically 
prejudice the analysis since the only practical anproach would be 
to look only for those formal /structural components that might 
be homologous on the basis of one s own definition of the 
process of valorization of a piece of land or space Such an 
approach would raise as many or more problems that it resolved 
Thus the definition of urban rent is likely to remain unsatisfactory 
for some time just so long as the analysis entrapped by the 
agricullural model is caught between an approach by analogy 
(pointless) and an approach by homology (unachievable) Perhaps 
the search for a solution first requires a demystification of 
agricultural rent as a model 'f 

The agricultural valorization of land involves a process of 
production similar and comparable to any other Such a process 
brings together labour power and means of production which 
together produce a product that may be sold and thus bring in a 
profit Once submitted to capitalist relations of production this 
process involves the superexpJoita^ion of labour power itself 
treated as a commodity like any other which allows ihe 
to extract surplus value that is then accumula*^“d as 

capital 

There is a strong temptahon to regard, agriculture 'is a urique 
production process since, after all wheat grows naturally But 
do not all human productive activities whatever their object take 
advantage of natural factors'? As well all activities are 
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inevitably localized that is they occupy space m the same way 
that they occupy historical time This localization is not the fiuit 
of hazard Ordinarily the choice of a site is justfied according to a 
certain rationality that takes into account both natural factors 
like fertility, slope and so on and social economic pohtical 
cultural and other factors On this basis agricultural production 
IS hardly diiferent from the production oi alumina ’ 

Usually analyses of location forget the inherent lim tations 
posed by the ezercise of property nghts over land Certainly this 
IS a major omission but the question of property ri^ts is hardly 
specific to agriculture Whatever the activity, any use of space 
must pay for the attention of property rights While Marx showed 
that in agricultn-e land ownership was a brake on the circulation 
of capital one must ask whether this an accidental 
phenomenon or a generalized effect of property 

As far as this is concerned one must remember that private 
property of land does not limit the capitalist development of 
natural resources including energy At any rate this would 
appear to be the case since these sectors have a high organic 
composition of capital This type of valorization does mvolve the 
payment of a rent (Lipietz 1973 Walker, 1975), although 
evidently not an absolute rent So what is the basis of this rent *> 
Monopoly ownership of the land containing the resource or 
monopoly ownership of the means of production ? 

In reality agricultural production presents no notable 
peculiarities compared to other types of production In general 
all types of production make use of natural products and all 
take place in a given space wmeh must somehow be paid for 
Only m agriculture it wo aid seem do property rights come into 
con^^rad ction with the flow of capita! This peculiarity is so 
unusual that one is justified in questioning ihe very existence of 
agricultural absolute rent It is useful to recall here tnat a number 
of Marxist analyses have gone to he ext erne of concluding that 
agricultural rent does not exist (Bergeron and Bouvette 1977) In 
fact it is not so much the existence of agricultural rent that must 
be questioned but rather that of ab olute rent, which as a 
theoretical obiect is a bit too accommodating of contingencies 
imposed by the theory of value Perhaps Ricardo wasn t so wrong 
after all 

Even elementary caution would thus counsel abandoning 
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agncultural rcDt as a model for 'niban rent The fact of 
agncultural rent has been too compromised by the theoretical 
interference and manipulation t has been subjected to The 
theoretical object has been made to measuxc i an illusion that 
tales the place of the “fact * that it represents this fact being the 
urban place 


IN CASE OP HRB LET BURN 

Posing a monopoly of space as the condition for monopoly rent 
poses a rather delicate problem (Topalov 1974a) and specialists 
Marx included have tried to get around it The problem is as 
follows the monopoly is an imperfect one since scarcity of land 
xs only relative dependent on the voluntary retention of land by 
the landowners This retention was and is possible only because 
it predates the establishment of capitalist relations of production 
Landed property has managed to keep capital out Thus capital 
must pay a tribute to property, which in return collaborates with 
capital to extract additional surplus labour A preliminary remark 
IS necessary here The ideas of collaboration (Walker 1975) and 
tribute (Lipietz 1973) both imply recognition of the autonomy 
and power of jundico political relations vis-a vis relations of 
production This in turn puts into question the final determining 
nature of production Nonetheless these two contributions m no 
way deal with the problem of monopoly and their explanation 
leaves much to be desired 

Whether the payment of rent overdetermmes or not the 
general rate of profit, either up or down, such rent is still a 
parasitic practice from the capitalists point of view one which 
implies their incapacity to fiillv control the redistribution of 
surplus value that they themselves have extracted The most 
obvious reaction following the logic of capitalist accumulation, 
would have the capitalists either abolish landed property or 
appropriate its benefits Thus rt is impossible to conceive of land 
rent as a one sided relation, redistributing social surplus value 
(Rey, 1973) and implying a fundamental antagonism between 
landed property and capital But it is equally unacceptable to 
consider rent a relic of the Middle Ages a medieval pit 
swallowing up forever a portion of surplus value a historical 
anachronism destmed to disappear Ihe latter thesis runs as 
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follows the bourgeoisie tends to monopolize land because it 
cannot attack property for ideological reasons thus the historical 
antagonism between capital and landed property tends to 
disappear while a real monopoly over land develops 

A number of historical facts cast doubt on the correctness of 
this idea In Quebec for example the development of the mode 
of land tenure under the French and English regimes proceeded 
from a monopoly situation to one of dispersion among a 
proliferation of landowners (Bergeron and Bouvette 1977) This 
evolution is so evident that one may even postulate that the 
Canadian merchant bourgeoisie was transformed mto a capitalist 
bourgeoisie thanks to the collection of rent which formed a sort 
of pnnitive accumulation This proposition converges with 
another which sees the formation of ethnic petty bourgeoisies as 
based on their acquisition of property (Lavigne 1979) So one 
must accept that at certain stages in its history the capitalist 
bourgeoisie has definitely attacked landed property while at 
other times it has relmquished this fight In ane case the strategy 
of this class cannot be considered unequivocal at least insofar as 
the monopolization of space is concerned 

Similarly it is difficult to accept the idea that the bourgeoisie 
has not attacked the right to property in land for ideological 
reasons In reality landed property has been socialized whenever 
this has proved necessary usually under the pretext of the public 
good Such an observation is banal (Topalov 1974c) Are we not 
forced to recognize that private land has been subject to sociali- 
zation whenever it migjit have given rise to a monopoly over a 
resource ^ One might for example reinterpret Quebec legislation 
on the exploitation of Crown lands on mining claims forestry 
concessions reserves and so on considering it as intended to 
establish partial socialization of the right to property, or rent m 
■order to prevent the monopolization of a resource and thus 
control access to this type of wealth (Decarie et al , 1977 , 
Gaudreau 1978 1979) The question of the historical relation 
between the capitalization of social production and the nature of 
the perennial right to landed property not only remains 
unanswered it also adds ambiguity to the question of the 
monopolization of space 

As for the conception that defines rent as an archaic 
structure of redistribution of surplus value, it in no way clarifies 
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the quest on CRcy 1973) Certainly one cannot deny that land 
ownership implies a rcdisti button of surplus value parallel to that 
made by the equalization of the rate of profit but the 
institut onalization of this practice within a given social structure 
IS inconceivable according to political economy if this field is 
defined according to the contradiction between labour and 
capital or between the socialization of production and the 
monopolization of the means of production This conception of 
political economy is too narrow it makes the establishnivnt of a 
coherent theory of rent impossible The most rudimentary 
examination of urban landed property for example shows that 
this redistribution of surplus value is a pait of a process of 
accumulation whose importance and magnitude may be difficult 
to evaluate but which nonetheless seems extremely large (Aubin 
1977) Given this fact one cannot conceive of rent as a historical 
anachronism destined to disappear 

Any attempt to get around the problem of the monopolization 
of landed property goes nowhere The collection of a monopoly 
rent can be considered neither as the unequivocal result of the 
monopolization of land already in existence or in the process of 
forming because the facts show this is not the case nor as some 
misleading anachronism since this would be an admission of 
theoretical impotence In case of fire let burn and start all 
over again The problem must be examined in a different light 
based on the hypothesis that the payment of this monopoly rent is 
based on the articulation of relations of production and jundico 
political relations the latter being the foundation of the mono 
poly in question Examination of certain facts undeilymg the 
urban reality will support th>s proposition 

An urban agglomeration is made up of a multitude of 
elements that can be categorized m the most trivial ways here 
people there things, and so on Among things urban planners 
tend to draw a sharp dist nction between two categories bml 
dings and infrastructure Inf astructure includes all those things 
that provide support for buildings streets sidev/'ilks sewers 
wa er mams e’ectric and telephone lines eic This mass of u ban 
capital goods form a framework in space that IS both closed and 
open Such service infrastructures may be extended without 
limit since they are unfinished networks At the same time how 
ever their expansion is limited by an administrative juridical 
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political and economic delimitation of territory From these two 
observations we can draw the following rule the location of 
buildings (and developments without buildings) is dependent on 
the network of services the extension and location of which is 
in turn dependent on the delimitation of territory served or to 
be served Hence the question on what and/or who does this 
territorial delimitation depend ? 

In Quebec as is probably the c'lse m most countries the 
state exercises clear sovereignty over the whole <. i its territory 
(within the framework of Confederation) either directly indirectly 
or both by means of the municipalities to which it has legally 
delegated a part of its authority In particular municipalities are 
given control over the planning and development of their territory 
via the issuing of permits and their responsibility to establish, 
develop and manage a large proportion of public services Today 
for example the construction and maintenance of streets sewers 
and water mams are exclusively under municipal control The 
establishment and operation of other service infrastructures such 
as electricity or access to communications are under the control 
of private or public corporations which exercise legal monopolies 
under the enlightened supervision of the various levels of 
government Thus the delimitation of territory served is deter 
mined by the state It is a product of the relation between politi 
cal and economic forces it defines an area that is subject to the 
exercise of real monopoly power 

Buildings are another category of capital goods with charac- 
teristics that differ greatly from those of infrastructures A 
building is a finished construction situated on a fixed parcel of 
land whose uniqje limits are subject to a precise legal definition 
Whatever the jundico administrative unit — the lot the unit of 
evaluation etc — used to refer to lots improved or not each and 
every one of th“se units are subject to property rights whether 
public or private The territory has no eraoty spaces as far as 
land ownership is concerned Of course not ail lots are built up 
or even landscaped and land ownership is always divided among 
a multKuoe of owners So in the usual sense of the term— one 
owner —there is no monopoly 

However looked at overall land ownership is well and truly 
monopolized since to get a piece of land one necessarily must 
purchase it from someone else If the effects of monopoly are 
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limited by the possibility of negotiating with several owners thcj 
are strengthened by the fact that each lot has a unique location 
not only m geo-physical terms, but aIso> and above all m regard 
to the geo political framework established by the city s infrastruc 
lure Each lot is unique and each lot is the property of a legal 
individual 

It would thus appear that the existence of an effective mono 
po’y IS not a prerequisite for the existence of urban monopoly 
rent On the other hand the exercise of property rights over the 
whole of a municipal temtory as amended by the service 
infrastructure poses a necessary condition for such rent 

Thus monopoly rent has its ftindamentai basis in the non 
producib’e character of a good * space that is completely 
appropriated both in law and in fact In order for landowners or 
capitalists having title to land to profit from this monopoly, 
the right to private property of land must have both a legal 
and political basis and the private appropriation of a good so 
evidently social space must be backed up ideologically In fact 
the social practice in question is not based on some natural * 
human attitude many societies including Amerindian society, 
consider acceptable only the appropriation of the use of land 
not of the land itself Private property of land certainly has 
foundations in one or more pre capitalist ideologies but the 
continued existence of the practice presupposes the existence of 
political relations that favour landowners The economic dimen- 
sion of rent can only be the expression of the political and 
ideological power of one or more classes It is even plausible to 
ask whether the appropriation of the means of production in the 
narrow sense of the term is not an extension of the appropria 
tion of space It is also permissible to ask whether or not the 
foundation of all political power is based necessarily on the 
appropriation of territory As a corollary one might as whether 
the first step in a struggle for liberation lies on the battlefield of 
ideology rather than that of the means of material production 

BACXDROP SCENERY AND ACCESSORmS 

Once liberated from its doctrinal protheses the model of agri- 
cultural rent and the pioblem of monopoly of ownership, rent 
becomes presentable as an urban reality But we must still present 
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an outline of a number of elements that form the milieu within 
which rent develops 

CoDsfruction 

Construction is an activity producing capita! goods It is extre 
mely diversified both in the nature of the labour process 
employed and in terms of its product, which is difficult to cate 
gonze Construction may constitute an object of mvestigation m 
itself while the work on this question is only embryonic, it is 
also promising (Bertrand, 1978} This type of production faces two 
major constraints that have slowed and limited its organization 
on a capitalist basis the technical durability of its products and 
the obligation that they be associated with landed property 
(Topalov 1973 1974b) 

The technical longevity of buildings unduly slows down the 
reconstruction of social capital The product doesnt spoil 
unlike agricultural products which may be rapidly lost m con 
sumption It remains almost indefinitely if additional sums of 
capital are expended occasionally to mamtam its functional 
efficiency A quick look at advertisements m Montreal newspapers 
at the end of the 19th and the beginning of the 20th centuries 
(Dunvage et al 1978 1980) shows that for a long time promoters 
were content to sell unimproved lots on installments that i$ 
retaining full property rights until payment was complete The 
sale of lots with buildings only appeared gradually, becoming a 
general practice around 1910 For this to happen it was necessary 
to find a formula whereby the constructor could rapidly be paid 
back all his capital (plus profit of course) and the burden of 
amortization be transferred to the purchaser The beginning and 
generalization of mortgage financing which appeared between 
I860 and 1870 permitted this (Lavigne et al 1977) Today cons- 
truction involves the intervention of numerous agents the 
application of vanous types of financing and the integration of 
extremely diverse practices a veritable Gordian knot The 
analysis of the contemporary version of construction has led to a 
proliferation of conceptual categories— promotion capital real 
estate capital landed capital speculative capital — and to endemic 
theoretical controversies (Topalov, 1973 , Lapietz, 1974 1981 
Tutus 1981 a mid b) 

The “functional ’ reason for the existence of construction is 
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to produce new capital goods Thus this productive activity i& al 
one and the same time subsidiary to the development of the 
econotnio forces that generate an increased demand for goods 
and in advance of this development insofar as it must furnish the 
new types of goods requited for this development to occur Since 
construction generates a product that is necessarily linked to a 
piece of land it implies an inevitable change in the property It 
thus forces the periodic readjustment of (capitalized) land rent 
and even its transformation from agricultural to urban rent 
Given the large sums of capital invested in construction it is 
tempting to associate the mass of urban rent with the model of 
d fiferential rent II This influence is inevitable since the 
concentration of capital resources aims to intensify land use a 
square metre of land with a COS’ {coefficient d occupation du 
sol) of 12 should bring in more rent than a square metre with a 
Cos of six 

The concentration of construction capital in certain sites 
does not create rent It does however maximize the value of a 
site which by this very fact acquires a greater value This 
concentration thus strengthens the factors that make the site 
desirable and gives the illusion that it created them (Qoux 1980) 
Since, as well these concentrations of capital are applied to the 
constrnciion of buildings with highly specialized functions—high- 
risc residential and office buildings— they favour a functional 
interpretation of rent and land valonzation This epiphenomenon 
of construction thus greatly obscures the question of urban rent 
as far as its most obvious practical manifestations arc concerned 
Clearly construction is an integral part of the question 
urban rent and anv coherent theory of rent must also explain 
this particular type of production 

Fumctional zoning 

Functional zoning is a techno jundical practice that delimits and 
conditions the extraction of urban rent m various ways On the 
technical level the much discussed and discutable logic behind 
this defining and appoitiomng of a territory s potential uses is 
intended to bring into harmony different activities according to 
vanous cxitena This operation results in a plan and zoning 
regulations which juridically serve as a basis for the issuing of 
construction permits and politically, contribute to decisions 
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conceruiiig public projects 

A zoning plan subdivides a territory into zones The size and 
number of zones depends on a number of factors including the 
overall size of the territory The variety of zones depends on the 
zoning regulations The principles of urban planning m 
particular the idea of exclusive zones tends to define areas 
according to minimal functional criteria residential here, 
commercial there industrial elsewhere and so on The result is 
more than the dividing up of the territory since each piece is 
predestined for such and such a use with such and such an 
intensity Since zoning can also defer the development of some 
areas it can restrain the operations of the construction industry 
When zoning predates development it docs not start from zero 
rather it is based on previous land use and respect for acquired 
Tights It starts from a given state of affairs which it codifies and 
confirms Hence it is easy to see the effect of zoning on rent On 
the one hand it strengthens the factors behind the location of pre 
existing and potentially redeveiopable sites On the other hand it 
apportions and determines possible locations for capital that may 
be invested in new urbanization 

When zoning occurs after development it has no immediate 
utility and often existing areas are not zoned Given the massive 
redevelopment of old neighbourhoods and suburos however this 
after the fact* zoning has followed recent entnusiasm for our 
architectural hentage setting territorial limits on the market m 
existing buildings and removing some areas from the sphere of 
possible redevelopment Tbis zoning has thus split some areas 
into various market categories strengthenmg property values in 
older developed areas 

Zoning IS an obvious mamfestatiott of a relation between 
economic and political forces that directly influences the level of 
urban rent This effect is a diverse one and is hard to evaluate 
because of the imponderable effects of speculation 

The land market 

Property ownership m an urban area or one that may become 
urbanized is spread among a sufficiently large number of owners 
to constitute a market. However this market has speqiflc j^adnres 
making the operation of supply and demand prob^eis04|Ci^.jlj§^^aigt 
from the fact that eiasUcity of suj^ly is only »» 
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space IS not produced according to detnandj and s maintained 
artific al y in a number of ways (addition of new areas zon ng 
modifications destruction etc) the urban land market is 
structured on three levels This complicates its operation 

The first le\el of structuration follows directly from the 
nature of the commodity m question Each piece of property is 
unique because of its location and the interchangeability of 
landed property is limited The second level results firom the 
diverse characteristics of urbanization Because of age form and 
function each element that makes up part of an urban milieu has 
particular characteristics Panty between these characteristics can 
only be maintained within limited groupings The result is a 
formal/functicnal division that zomng through rationalization 
tends to strengthen and solidify Fmally a third level of 
structuration follows from the fact that the market in urban 
property is subject to four types of demand each with its own 
rules which can be integrated only on the basis of conduions that 
go beyond the boundaries of the polit cal economy of 
urbanization A piece of property may be m demand for the 
revenue it brings in (rental) for its real estate value (mvestment) 
for Its development possibilities (construction) or for its utility 
(occupation) 

Together the various forces tnat structure and -^hus 
condition and dominate the urban land market make np a whole 
that IS both disparate and integrated and who'e complexity is 
quite jfrankly tiresome Nor does anyone doubt that the develop 
ment and transformation of this market modifv m return the 
social organization of which the market is a constituent part The 
particular effect of each of these forces whether direct or 
indirect cannot even be estimated without the most detailed 
analysis However as far as the political economy of urbanization 
IS concerned it is certain that rent is the real question at issje 
behind these various phenomena. Hence the importance of 
understanding these elements and attempting to estimate -ineir 
global importance 

Construction zoning and the land market are not the only 
factors affecting urbanization but they are the mam ones All 
the^ practices udneb together make up the urban scene appear 
as both the context and the result of a gigantic, 2>ante esque 
happening. They are a manifestation of the relation between 
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social forces But there is more to the urban scene Rent, becaiue 
of its economic importance is a cause as well as an effect since 
the control of rent affects a parallel redistribution of surplus value 
and this is a potential source of modifications m relations among 
social forces Once this is understood we must surely admit that 
the backdrop to urbanization is the struggle to control and 
redirect this redistribution of surplus value thus confirming that 
the political comoonent of the organization of territory is a 
means of sociol control operating via the control and 
appropriation of space 

FROM FACT TO OBJECT 

At this point It IS necessary to formulate a practical definition of 
land rent A number of propositions provide criteria here land 
rent begins where toe average profit ends land rent does not 
equal the rent yoa pav for your appartment every month 
Also several conditions have emerged from our analysis so far 
(1) rent is based on the exercise of private property of land 
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Fio 5 2 Schematic representation of the overall structure o 
urban land and real estate market 

(2) the division of space into unique unitary sites— and the 
tibat this divided space is subject to monopolistic practices— i 
basis for the extraction of a monopohsttc locational r 
(3} urban planning linked to zoning and economic prac 
inherent in the construction industry influence the overall am 
of rent and (4) the organization of the market m urban 
' similarly has a direct effect on the value of rent On this basi 

can ];uopose a preliminary definition urban rent is a monof 




Land Rent 163 


type land rent whose existence follows from two conditions — 
property rights and monopolistic practices— and whose mass is 
determined by three factors — location utilization {type and 
mtensityj and economic situation (demand for land) 

Model of analysis 

Given the unique and unitary character of any piece of landed 
property given the exercise of property rights by an individual * 
over any piece of landed property given that any piece of landed 
property has a revenue producing aspect (rental value) and given 
that any piece of landed property can be exchanged for capital 
(real estate value) it is possible to propose a working definition 
of urban rent on the level of a unit of landed property whatever 
its location and utilization on the basis of the general model 
establishing the relation between the value of a good and its 
price 

Conditional propositions — urban rent exists 

—urban rent is monopoly rent 
—every piece of landed property 
permits the extraction of urban 
rent 

— every piece of landed property has a 
utiLzation 

— land can be rented whatever its 
utilization 

— every service has a price of 

production 

— every pnee of property has a 
revenue production aspect 
—every piece of property has a real 
estate aspect 

jvnthesis the urban rent brought in by a piece 

of landed property is equal to the 
difference between rental revenue and 
necessary operating costs plus 
discounted profits on the basis of the 
capital value of the landed property 
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A) General model 
Given that 
Where 
If 

It follows that 


L>P 
R L P 
P=C+PM 
/J=£+(C+i»M) 


Where price of production 


J?=land rent 
Pilf= average profit 
I,=rental revenue 
C= advanced capital 


B) Particular model 

Normally PM=K*pr 
Where iST^mvested capital 

pr=»average rate of profit 

Since on the one hand fixed capital incorporated into the land 
IS not invested capital and that on the other hand there is 
strictly speaking no production it follows that 
PM^O 

Since however a piece of property is exchangeable for capital 
and capital brings in profit according to its rnarke* value it 
follows that 
PE-=-VI*R 

Where W= capital value 

Ji>=d scouated rate of profit 
P£= discounted profits 
Hence R=L — {C-k-PE) 


The general formulation thus respects our premises that land rent 
does not equal rental revenue that land rent begins where profit 
ends and that capital incorporated in the land is not invested 
capital The composition of these variables remains to be 
defined If we start from the dea that house rent equals current 
rental income and that advanced capital covers direct operating 
costs we can trace the general path taken by any real estate 
analysis Certainly a detailed definit on of these items may br ng 
up questions (for example does one include land taxes and 
insurance among operating costs ?) but it cannot pu* into 
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question the overall approach On the other hand introducing 
variables related to real estate value and the discounted rate of 
profit departs from this approach To better understand these 
tViO components ’et us examine the case of an individual 
summing up the situation of his property one year after acquiring 

It 


— first he calculates ms net income (RN) recovering his 
operating costs (£ -C=RN) 

— *hen he can culculate how much his capital (Cl) would 
have brought in if he had not invested in property and 
determine what surplus profit (or rent i!) he has made 
{RN—[CI*e)=R) 

— finally considering this surplus profit has added value 
to his property (capitalized rent (iJCj or landed surplus 
value) he can calculate the new capital value of his 
property (VI=CI+RC RC^Rje) 

~ if he resells his property he will realize the capitalized 
rent on top of current rent (surplus profit) and the new 
owner will start all over again 

This Situation shows that the capital value of a piece of land is 
simply accumulated capitalized rent and that this depends one 
on the revenue producing aspect of the property and two on the 
value of money capital The problem of urban rent is thus found 
at the crossroads between housing (80 per cent of buildings) 
and the accumulation of capital (the basis of capitalist 
production) 

To increase the model s analytical effectiveness it is vital 
that other factors be added to it in particular fiaancmg practices 
Property values have the interesting quality of being buyable on 
margin A purchaser need pay only a portion of the necessary 
Capital and finance the rest with a mortgage This time-honoured 
practice is now institutionalized but it is not (yet) restricted to 
financial institutions Many individuals always invest their money 
m this way 

Mortgage financing also underlines the illusory nature of 
the concept of real estate capital which corresponds to what is 
only a potential reality The capital an individual pays out to 
obtain a piece of landed property is divided into two parts 
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FIG ^3 


equity the real amount paid out and a mortgage i e a loan 
Two type* of rules determine a mortgage loan, those concerning 
financial costs (interest which depends on the interest rate and 
the period determined for amortizing the loan) and those 
concerning the term (the arrangements for repaying the principal) 
The combination of these two conditions give nse to a multiplicity 
of possibilities that greatly complicate dealmg with what are 
nonetheless pieces of factual mformaton In terms of r efinin g 
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Fig 5 4 Location of cases studied 

our model only the rate of interest, the amortization period and 
the term constitute parametric variables Since mortgage interest 
IS paid out of rent it is necessary to distinguish between gross 
and net rent, and since profits are calculated on capital that 
IS actually paid out which is less, the definition must be 
orrected 
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Where i rate of mortgage ntcrest 
/r*= amount of mortgage 
j4=5amortized portion of mortgage 
£=equity 

When all is said and done our working definition is relatively 
commonplace However it presents a double interest Practically 
it allows us to manipulate the concept empirically Theoretically 
it allows us to define a number of corollanes 

ImpHcations of the model 

On one Ie\el the model allows us to calculate a rate of formation 
of curren'^ rent as well as a rate of capitalization of this rent 
Withm the framework of geographical studies of urban rent, 
these two rates may serve as extremely useful coefific’ents allow 
ing one to recategonze the analyzed territory and examine the 
relation between land use and location from the point of view of 
rent 

On another level the model allows us to calculate the general 
profitability of a piece of property over time from the point of 
view of a property owner, since it can be stated in algorithmic 
form Pivsented in the form of an index this measure of general 
profitability provides a way of understanding the effect of time on 
urban rent Applied in a generalized fashion it allows a diachromc 
analysis of the process ol urbanization from the point of view of 
rent 

On yet a third level the development of the model enables 
us to examine the relation between profitability and the value of 
money capita! as mamfested m the rate of mortgage interest and 
the average rate of profit Such questions are of capital interest 
to the political economy of urbanization 

He effects of time economic situation and mortgage financing 
Given a penod of time of n years for each of these years a 
piece of property brings m a certain amount of rent and, 
dependmg on the discounted rate of profit, for each of these 
years the property will have a certain real estate value However 
while current rent is collected each year the capitalized rent that 
is the basis of real estate value is only realized when the property 
IS resoM that is, in our example at the end of year n ' Thus 
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currcDt rent takes the form of a current asset while capitalized 
rent takes the form of a fixed asset Now normally current and 
fixed assets are not added together but nothing prevents us from 
calculating for purposes of comparison an index of profitabihty 
on the bas s of the average value of current rent during n years 
and the value of capitalized rent at the end of the n th year 
Therefore without mortgage financing 


Gn= 


nCU 


{(I 


Ri 


(Profitability index) 
with mortgage financing 
h 

1=1 



RNn \ 
en ) 


where CA-t 




/=i 


If we postulate as constant the annual current rent and the 
discounted rate of profit it follows that 
G«<G(n — i) 

Similarly if we postulate that i=e asC-4fl<==CIo U follows 
that 

« (equality occurs when the mortgages is repaid 
everything else being equal) 

Lastly if — I, it follows that 
— 1 

Jt becomes apparent that 


1 time represents a structural factor implying a tendency 
for the rate of profitabihty to drop the e^immation or 
reversal of which implies a constant increase in rent. 
This can only result from a constant increase in rental 
income and/or minimizing of operating costs , 

■2 the general method of mortgage financmg increases the 
profitabihty of a piece of property but strengthens the 
structural tendency for it to drop 
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3 the situation of the economy which determines the 
value of the parametric variable e’ (discounted rate of 
profit) has an inversely proportional effect on the overall 
value of rent 

The effects of land rent on urbanization as understood m the light 
of the formal variations examined here would appear to be of the 
utmost importance The generalization of easily accessible 
mortgage financing in particular not only multiplies the invest 
ment capacity of landowners but also gives real estate capital a 
semblance of mobility The result is a division of rent between 
owner and lender of mortgage funding Since financing increases 
the relative profitability of a piece of property however the 
property owner loses nothing by transfering a portion of his rental 
income to the lender on the contrary However since this 
practice accentuates the tendency for rent to fall over time^ it 
inevitably entails a constant pressure to raise cu ent rental 
revenue and lower operating costs This means decreasing 
building maintenance and increased deterioration Only the rate 
of profit can establish a potentially stabilizing bridge between 
urbanization and capitalization by reducing the value of 
capitalized rent relative to that of capita! and thus according to 
the economic situation contributing to minimizing the demand 
for property 


FROM OBJECT TO FACT 

The working definition of a concept acquires its ful significance 
when It is applied to reality To judge the efficacy of our 
model we tested it within the context of a subsidized research 
project 

Objectives 

The model was applied to teal data in order to evaluate 


!) its sensitivity to vanous factors , 

2) its capacitv to distinguish between their ejSfects , 

3) its reliability 
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Measures taken 

As mentioned earlier the model makes use of simple even 
commonplace mathematical logic It links a series of variables 
and conditions which together give a quantitative understanding 
of urban rent from three interdependent perspect ves in the form 
of two coefticients and one index a coefficient of formation of 
current rent a coefficient of capitalization of rent and a general 
index of profitability In practice it became clear that it is also 
useful to integrate a definition of gross revenue in order to 
facilitate the calculation of real estate value As well it was 
necessary to calculate the general index solely on the basis of 
current year figures since figures for previous years were for all 
intents and purposes unobtainable 

Our working definition departs from usual practice in the 
fact that it makes use of a parametric vanab'e which without 
being discontinuous poses a number of problems of evaluation 
that can give rise to arbitrary and discretionary choices Unhke 
common practice which proceeds from a schema based on 
amortization capitalization depreciation or actuali 
zation the model makes use of an uncommon notion, 
discounted profits This option was chos'*n m order to satisfy 
both the theoretical requirement posed by the idea that rent 
begins where average profit ends and the practice according to 
which a piece of property can always be exchanged for capital 
whose return can always be calculated depending on the types 
of possible investment While the choice of an adequate value 
for the variable is difficult, it is no more complex than choosing 
a rate of capitalization or actualization What is more this 
coefficient establishes a direct link between urban rent and the 
economy m general the question of rent oeing subordinated to 
the economy since the discounted rate of profit* ultimately 
depends on the value of capital at a given time and place 

Similarly the actual measurement of capitalized rent does 
not correspond exactly to that proposed earlier Nonetheless the 
final result remains the same The measurement quantifies the 
value of a piece of property in which land and building are taken 
as a whole according to the gross return the property brings m 
This approach is necessary because the initial value of capital put 
into construction loses its significance with time This capitalized 
rent recoverable only tf the property is sold or refinanced should 
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more or IcaJ correspoad to the price of the property oa the rea 
estate market notwithstanding any particular conditions that 
might give rise to ‘ speculative rent related to potential use of 
the land If this way of measuring rent can be verified 
emp Ticallyt it w ill be a useful instrumental addition lo the 
field 

The synthetic index of profitability establishes a sort of 
balance sheet of the profitability of a property from the owner s 
point of view Therefore it takes into account both current rent 
and the capitalized rent that the owner has collected or intends 
to collect As mentioned our definition of this index perhaps 
comes close to accounting here^ amalgamating current and fixed 
assets but nonetheless it clearly expresses the real money income 
the exploitation of a property brings to its owner The index is 
particularly sensitive to time and to the situation of the economy 
as a whole 

The measures made were as follows on the basis of annual 
operation without mortgage financing 


~ The return RD—L—C 
Where £=*real rental income 

Cooperating expenses requiring an outlay of capital 

— Current urban rent — C~~PE=CI*e 

Where Pj&=>discounted profits 
C/== investee capital 
c=otherwise discounted profits 
RU 

— Capitalized rent ifC *= — — such that real estate 
value VI^Cl^RC 

— Or total capitalized rent equals real estate value such 
that 


fl=RC== 



— Coefficient or formation of urban rent 



— • Coefficient ot capitaliza ion 
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General index of profitability 




-)= ru ( 1 +- 
n 


I 


Variables used 

The jSist set of vanables which can be called factual chara 
cterize the property concerned They include current gross 
income (L) annual operating costs constituting advanced capital 
(C) and the capital equivalent of the property at the moment it 
was acquired (C/) This last given is invariable unless the 
property has been mortgaged In this case it is equivalent to the 
equity paid out (J5) plus the mortgage {H) But according to the 
terms of the loan the amount of the mortgage will diminish 
over time to equal the non amortized principal (P), while the 
equity will increase each year by the amortized principal {A) 
Hence 


i=P 1=1 


i=P 
n 

where CAn—E+ 'S' Ai 


and P« 




To sum up then, two types of factual variables describe a piece of 
property those concerning how it is operated and those concern 
ing its financing 

The second set of variables, which can be called parametric 
oring in external factors the discounted rate of profit (e) and 
he rate of mortgage interest (0 Their values depend on the 
conomic situation as a whole and in theory this should be the 
ame no matter what property or property owner is being 
onsidered In practice that is not the case Mortgage rates can 
K negotiated and discounted profits aren t necessarily the same 
for everyone 

A last set includes conditional vanables, that is, those over 
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wh ch there is no control Our schema only mates cxpliat use o 
one time (n) but implicitly includes at least two others location 
CO and utilization («) ^n fact location is the number one factor 
in the collection of urban rent and the specific utilization of a 
piece of property depends on the infrastructures present the 
zomng the real or potential COS and so on 

Treatment 

The operational treatment was defined according to two different 
approaches involving two kinds of data 

1) To evaluate the model s efiicacity it was applied to an 
organized body of factual mformation The purpose was 
to examine the eflFccts of vanous factors and therefore 
the model s ability to isolate them 

2) To estimate the structural and/or contingent effects of 
the parametric variables (time n , rate of profit e 
and mortgage financing the model was applied to a 
particular real case By modifying the values of variables 
whose fluctuations are minimal the intent was to show 
the pertinence of using these variables 

Data 

The source of all data was the Multiple Listing System (MLS) 
of the Chambre d Immeubles de Montreal The data concerned 
properties sold in 1979 and the MLS listings provided all the 
necessary information concerning rental revenue operating costs 
finaneial costs and asking price not to mention physical 
description, type of building location use size and so on 
Information concerning mortgage financing was correlated with 
data f om another source Tccla Survey Market Ltd abstracts 
In case of disagreement a third definitive source was used the 
reg]<=tration office of the judicial district 

The idea was to amass sufficient information to carry out a 
pilot project that could test the applicability of the model The 
information was collected* by choosing from the MLS lis mgs 
270 pieces of property that satisfied both the criterion of 

* The work was earned oat as part of a FC\C regearch project An interim 
repo t was published in December 1979 
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and that of size as indicated on the following table and 
Size of study {number of dwelhngsY 


2—3 

4—5 

6—11 


30 

30 

30 

90 

30 

30 

30 

90 

30 

30 

30 

90 

90 

90 

90 

270 


1 Categories estimated by the City of Montreal for taxation 
purposes 

2 MLS categoiies 
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Fig 5 6 

For each of the 270 cases studied the followiog mfortnation was 
collected 


— purchase price (current $Can ) 

— length of ownership (in years) 

— sale once demanded (current $Caa ) 

— sale price realized (current 5Can ) 

— number of dwelling units 

— address 

— estimated distance from a zero point (m miles)* 

— annual mcome (current {Can ) 

— annual operating costs (current $Can ) 

— mitial mortgage (current SCan ) 

and if applicable 

— amount of equity 

— rate of interest 

— amortization period and term of mortgage (in appendix) 

* The aero pomtcbotea was tliat used by Montreal mimlcipal addresses 
the comer of St Laurent and des Commissanea streets 
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Since each of the nine categories presented intenor variaaon 
lower than that between categories, the 270 cases were reduced 
to nine each typical of their categories in terms of certain 
vanables This reduction required for practical purposes cannot 
influence the results given ihe objectives of the study The choice 
of typical examples of data concerning mortgage finaocmg was 
more difficult for several reasons including an insufficient number 
of cases a great variation m conditions accumulation of two or 
even tnree mortgages refinancing without an equity payment 
and so on Also, it was necessary to determine a profile of 
financing by category and then apply it to 1979 data The 
followmg tables give the information retained 


Table 5 1 The average profile of the nioe types of landed 
property representative of the 270 cases 
withoat mortgage finaneing 


Category 

Area 

2—3 dwellings 

4—5 dwellings 

6—11 dwellings 

South 

1) 621 

2) 3 973(2 5) 

3) 14 987 (14 2) 

4) 24 833 (5 8) 

1049 

6 522 (4 5) 

27 317 (? 8) 

31 500 (6 2) 

1624 

9 634(7 6) 
37 539 (8 9) 
NA{7 6) 

Centre 

1) 1037 

2) 4 33U2 5) 

3) 22 067 (I 2) 

4) 37 700(10 1) 

1450 

7 642 (4 4) 

31 824(11 7) 

50 214 (10 6) 

2171 

11574(6 9) 
49 968(7 5) 
84 100 (11 7) 

North 

1) 1303 

2) 5 271(2 3) 

3) 30 965 (8 1) 

4) 48 062(14 9) 

1 992 

8,771 (4 2) 

45 810 (7 9) 

65 687 (14 6) 

2178 

11,984(6 7) 
53 495(5 8) 
92 417(15 2) 


1) Expenditure ($) 

2) Income ($) and averase number of appartments ( ) 

3) Purchase price (S) and length of possession in years ( ) 

4) Real sale price ($) and distance in miles ( } 

As for the particular case used in the second half of the treatment 
the data used was also taken from the MLS as indicated m 
Table 5 3 

Results 

The following two tables show the values obtained from the 
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Table 5 2 The codditions of mortgage fioancing for each of 
the nme t^s 


Category 

Area 

2—3 dwellings 

4— S dwellings 

6—11 dwellings 

South 

1) 11 880 (10) 

2) 3 lOS 

3) 10 9 

4) 122 (0) 

20 971 (19) 

6 343 

10 35 

IS 97 (9) 

32,484(22) 

5 053 

1131 

18 75 (10) 

Centre 

1) 17 393 (16) 

2) 4 674 

3) 112 

4) 21 4 (9) 

22,592 (18) 
9232 

10 69 

21 6(10) 

35 838 (19) 

14 130 

10 86 
2307(16) 

North 

1) 24253 (18) 

2) 6 712 

3) 10 27 

4) 21 25 (13) 

37038(23) 

8 772 

10 90 

25 95 (18) 

37 504 121) 

15 991 

10 60 

21 97 (16) 


1) Amount of mortgage and number of ca»es with at least one 
mortgage ( ) 

2) Equity 

3) Rate of interest u % 

4) Period of amortsgation and length of mortgage m 1979 ( ) 


Table S 3 Data coacemiag a income producing huiiding 
situated in Montreal and chosen at random 
for the study 


i 

A) Permanent features 

B) 1979 information 



Utilization resiaential 

Operating costs** 

$ 57 799 

A 

Age of building 10 years 

Current income 

8147000 


Number of dwellings 60 

Purchase price* 

8550 000 


Surface area of budding 

9 112 sq ft at ground level 

Ashing price 

$670 000 


Number of floors 5 

Mortgage 

$450 000 


Surface area of land 

9 112 sq ft 

Interest rate 

1025% 


Occupation coe^ent 5 

Amortization 

23 years 


jS'cni-ce Multiple ListOig Service (MLS) Cbambre d 
Montaeal 

immeubles de 


* This data is an estimate or derived from other data 
♦•Taaes and insuraaoe $35 4® mamtenanoe $4^ 
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var ous calculations made concerning the nmc test^ases, with, 
and without mortgage financing For the purposes of these 
calculations the value *e was set at 0 125 which corresponds 
to a rate of profit on capital of 12 S per cent Mortgage financing 
was treated as a new mortgage, that is without amortization of 
capital and at the highest interest rates 


Table 5 4 Hesuits of calculations without mortgage 


Category 

Area 

2- 

-3 dwel’lngs 

4 — dwellings 

6—11 dwellings 

South 

1) 

10 

08 

09 


2) 

79 

60 

71 


3) 

06 

07 

09 


4) +8% (3) 

+39% (6) 

■> (0) 

Centre 

I) 

02 

07 

06 


2) 

19 

S6 

SI 


3) 

02 

05 

08 


4) 

~30% (10) 

“1% (7) 

-9% (5) 

!North 

1) 

003 

02 

06 


2) 

03 

IS 

47 


3) 

003 

03 

09 


4) 

-34% (4) 

-n% (5) 

-15% (6) 


1) CoefBcient of formation of current rent rji* 

2) Coefficient of formation of capitalized rent re* 

3) Oeneral index of profitability G 

4) Relative effectiveness of model at predicting market value v ta 
percentage n parentheses, number of sales 

As for the particula" case it was submitted to four 
simulations 

1) value of the general index of profitability fo” n—\ 2 3 
4 5 10 15 and 20 all other factors being equal, with- 
out mortgage financing with e= 12S 

2) value of the general index of profitability for n=l 2 3, 

4, 5 lO 15 and 20 all other factors being equal, but 
with mortgage financing, with e= 125 

3) value of the general index of profitability for i= 05 OS, 

10 13 18 20 and 25 all other factors being equal, 
with and for 125 

L 
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4) value of the general index of profitability for e~ 05 08 
10 13 18 20 and 25 all other factors being equal 
with n“l and for i— 1025 


Table 5 5 Results of calculations with mortgage 


Categoty 

Area 

2—3 dwellings 

4 — 5 dwellings 

6 — 11 dwellings 

Sonfh 

t) 

54 

40 

73 


2)1 

130 

3 17 

5 86 


3) 

34 

37 

74 

Centre 

I) 

16 

28 

27 


2} 1 30 

2 27 

212 


3) 

12 

22 

32 

North 

1) 

10 

19 

24 


2) 

76 

I 50 

1 92 


3) 

11 

21 

37 


1) CoefiScie&t of formation of current rent ru 

2) Coefficient offormation of oapitalused rent rc 

3) General index of profitability 


Tables 5 6 and 5 7 show the results or these calculations 


Table S 6 Effect of time alone and coiubmed effect of time and 
mortgage financing on the general index of profitability 

Time n for 12 and i= IBZS 


General index of 









profitability 

1 

2 

3 

4 

5 

10 

IS 

20 

O with mortgage 

99 

49 

33 

25 

20 

10 

07 

05 

G without mortgage 

6 01 

177 

1 13 

81 

62 

24 

11 

05 


Analysis 


Location and intensity of occupation 

As the graphs here indicate the model shows that location 
has a greater effect on the formation of current rent than docs 
intensity of use given rou^y equivalent amounts (from one to 
three times) 

It would ther^ore appear that statistically, location explains 
A little mote than 50 per cent of the variation observed m the 
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Table 5 7 Effect of the discoonted rate of profit and effect of 
mortgage interest rate on the general index of 
profitability 

For n—\ 


General index of profitability 0 5 0 8 10 

18 

20 

25 


Value of discounted rate of profit 
for f- 1025 

e 



G 

14 07 9 05 7 37 

4 39 

4 02 

3 35 


Value o' rate of mortgage interest 
for e= 125 

r 



G 

8 01 6 85 608 

3 00 

223 

30 


formation of both current and capitalized rent while intensity of 
occupation explains a little less than 20 per cent Thus these 
results correlate with previous conclusions 

Mortgage Jinancmg 

When mortgage financing is taken into account its importance 
IS immediately evident It increases the coefficients dramatically 
as the following table shows The magnitude of its effects make 
It more than any other factor a key aspect of the question of 
urban rent 


Multiplier effect of mortgage financing 


Dwellings 


Area 

2- 

-3 

4—6 

6—11 

South 

1) 

540 

5 00 

811 


2) 

5 44 

5 28 

825 


3) 

5 67 

5 29 

8 22 

Centre 

I) 

800 

400 

4 50 


2) 

6 84 

4 05 

4 16 


3) 

6 00 

4 40 

4 00 

North 

1) 33 33 

9 50 

400 


2) 25 33 

8 33 

4 09 


3) 36 67 

700 

4 11 


1) On the coefficient of formation of urban rent, 

2) On the coefficient of formation of capitalized rent 

3) On the general index of profitability 
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Parametric variables n e and i 

As the next graph shows over time there is a tendency for rent to 
fall and this tendency can be considered structural While this 
effect IS small in itself mortgage financing increases it Since 
mortgage financing is becoming a general practice it too can be 
considered a structural fac or 

Parameters e and i bring to the model the effects of 
the gene al economic situation on the formation of rent In 
current economic circumstances variations in these parameters 
are minima] ThiS is fortunate since as the following graph 
shows they can have enormous effects It can be seen that an 
increase m interest rates to the 25 per cent level or higher would 
necessarily entail a drop in the level of rent and with it the 
collapse of the real estate market Since variations m the two 
parameters go together their effects reinforce each other so 
probably the critical level is below 25 per cent m other words 
around the levels the economy went through in 1982 

Interpretation 

The model s ej^ectiv^’ness 

Overall he model would appear effective enough to trace the 
effects of the main factors inSuencing the formation of rent The 
general index should prove a practical tool for any general study 
aimed at consoltdatmg our understanding of the political economy 
of urbanization The coefiSCients themselves should aid in 
geographical analyses of the urban reality On the level of the 
particular unit the model does not appear to be reliable since the 
variations m its predictions of market value are too great 

Pent urbanization and the economy 

While the restricted size of our study limits the significance of 
any overall conclusions that can be drawn from it a number of 
pomts should be made 

— urban rent implies a convergence of interests between 
landowners and financiers the moment a piece of 
property is mortgaged The landowner hands over a 
significant proportion of current rent to the financier, 
who m return is responsible for the greater part of th e 
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capital investment Thus the owner benefits from 
increased profitability while the financier has a stable 
longterm and troublefree investment This situation 
probably expresses a change in political relations 
The generalization of mortgage financing that has 
occurred since the end of the 19th century has probably 
had three major effects on urbanization and the economy 
m general via rent By freeing landowners from the 
obligation to provide the total capital necessary to 
acquire a piece of property, mortgage financing kept a 
significant amount of private capital in circulation thus 
multiplvmg investment possibilities But since mortgage 
financing also accentuates the structural tendency for 
rent to fall it is very probable that it is behind a 
constant dizzying rise m housing rents as well as an 
increased frequency of changes in ownership Now 
these two results must in turn influence general economic 
development Increased housing rents must necessarily 
have an effect on productivity via wages and changes m 
ownership dram off an increasing proportion of society s 
surplus value since they involve the actualization of 
capitalized rent It would be extremely interesting to 
attempt to evaluate what proportion of inflation is due 
to mortgage financing, via urban rent 
While the determination of the discounted rate of profit 
and mortgage interest latea is not solely dependent on 
the good will of financial agents they clearly play a 
role m the process This implies therefore that they 
control in part fluctuations in the two variables that have 
the most effect on rent formation Three things follow 
from this The financial agents are both judge and 
beneficiary in the question of urban rent As a result 
they are constantly faced with a dilemma Via the 
phenomenon of urban rent the whole of the urban 
phenomena has come under the sway of banking capital, 
the mam source of mortgage financing 

iservations dovetail with the predictions of American 
The mam levers of control over urban questions are, 
rent out of the reach of municipal authorities, com ing 
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under economic influences of international proportions 
Rent and money 

In the first part of this study we attempted to evaluate the 
amount of capital involved in th,e redevelopment of Montreal 
At this point we propose the following approach m order to 
evaluate the sums involved in the phenomenon of rent If we 
cs+imate the value of housing in Montreal alone according to the 
assessment rolls at about 86 billion (SCan) and if we apply the 
model using parameters derived from our case studies to provide 
missing data we see that during 1983 housing property incurred 
costs on the order of $200 million and brought in rental income 
of approximately $I 5 billion This implies therefore the redistri 
bution of some $750 million to the landlords in the form of 
discounted profits and $660 million in the form of urban rent 
notwithstanding the form of mortgage financing With the same 
logic reabzable capitalized rent would also be on the order of 
$6 billion This is a large sum compared to the meagre $12 
bilhon to be spent by the city in 1983 While these estimates may 
be imprecise the incredible dimensions of the sums in question 
demand that the subject be studied systematicallv 

CONCLUSION 

At the end of this investigation one has the impression that while 
everything has not been said neither has anything been left out 
A look back reveals the contradiction inherent m a study that 
has been earned through but which remams incomplete So many 
problems impressions and weaknesses remam that our patiently 
constructed edifice appears rather fragile Everything should be 
begun again each analysis should be redone Like a city, it 
remains ever unfinished 

The goal pursued throughout this reflection has been to 
examine the profit and loss of several years work on the ques 
tion of rent The aim has not been to convince anyone or prove 
anything jasi to retrace the road taken This wandering has 
obviously rekindleo interest, and taken on the allure of a emsade 
Why has a question as crucial as rent never raised interest 
cqu valent to its impotance Why are obscure research assistants 
the only ones fascinated by it ? Certainly the more prestigious in 
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the world of knowledge touch on the question but they refuse to 
take It on completely A Byzantine ignorance reigns supreme, 
masquerading as knowledge 

The city we have been building for a hundred years now is 
the incarnation of our valises ideals and beliefs In its contem 
porary form it clearly shows or so it would seem the place that 
science technology and reason occupy in our culture But behind 
these obvious and official manifestations the city incarnates the 
power and omniscience of money that cultureless form 
equivalent to everything and nothing Ultimately* urban rent 
operates on this level of significance On the scale of the 
enormous transactions involved men are but bits of information 
or less since money is the only object of such transactions 
When one thinks about it like the skyscrapers all the speeches 
are meant to ping up the hole that rent has dug for money 
Perhaps we are straying close to forbidden territory 

Note The infontiation conceriung the estimate of Montreal s housing: 
stocks comes from the Service del evaluation fonciere de la 
Coounuttaute urbame de Montreal (CUM) More precisely in 
1983 

— the total value of building stocks in the CUM was apprommately 
S40 billion ($Can) 

— the total valve of building stocks in Montreal was approximately |22 
billion ($Can) 

~ the value of residential housing stocks alone in Montreal was 
86 673 700 000 00 (8Can) 
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GEORGE M JOHNSTON 


SURVEY AND CRITIQUE OF EMPIRICAL 
STUDIES OF INTER-URBAN LAND VALUES 


INTRODUCTION 

The determmatioa of urban land values has been studied m a 
variety of forms (1) the effects of changes on a particular 
location over time (2) comparison of different sites within a 
city at the same time (3) comparisons of different locations 
within a city over time and (4) inter urban comparisons of 
aggregate variables 

Much of the theory used to analyze mtra urban land va ues 
IB based on von Thunen’s model of agricultural land rent The 
basic idea is that location rent is determined by transportation 
cost savings and the concentric zone model of urban land use 
Moreover 

Modern economists have mserted the tools of micro 
economic theory into this framework and adapted it to an 
urban setting In the modern versions Thunen s town 
becomes the Central Business District (CBD) of a city his 
crops become such urban uses of land as finance retailing 
housing The object is still to show how competition 
determines the price of space which is shown to be a dechmng 
function of distance from the center An optimal pattern of 
land use is determined that is still a sequence of rings one 
to each urban use (Goldstein and Moses 1973 p 475) 
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The work of Wmgo (1961) Alonzo (1964) and Moth (1971) 
among others is rooted la the von Thunen model Their empirical 
results are weak The problem with this approach is the changing 
nature of cities and assumptions which ignore the complexities 
of the land market 

Wend and Goldner (^966) Romanos (1976) and Ottensmann 
(1975 1977) raise similar critiques of the von Thunen mode’ 
based upon the increasing complexity of spatial pulls which have 
replaced distance from the CBD as the transportation determinant 
in residential land values The character of this diversity is 
discussed by Andrews (1971) who within the sub discipline of 
urban Tand economics raises the diverse factors iniSiuencing the 
deterra nants of residential preferences and the factors developers 
must consider in location decisions Those factors include the 
location of schools business districts recreational amenities etc 

The recent studies which have attempted to explain inter 
urban differences m land values by the use of multiple regression 
tecnniques have explored Federal Housing Administration (FHA) 
data on residential site prices across Standard Metropolitan 
Statistical Areas (SMSA) ^ Other studies looked at per capita 
land values or residential site prices across states * Several other 
complementary studies examined related factors® Land value 
appreciation one of the approaches used in this research was 
first developed and empirically tested by Schmid (1968) This 
article will consist of both a survey of the analysis behind each 
aforementioned approach and the econometric mcibodologies 
used 

With one exception previous research efforts have attempted 
to explain residential site values by SMSAs or states by use of 
CTOS sectional analysis Witte (1975) however developed a 
pooled regression using time senes as well as cross section data 
The independent variables used in these studies have varied 
TLc«e studies will be reviewed and ♦hey key emp neat issues will 
be sutrmarized 


DfiPENDENT VARIABLES 


Gecgraidiic definitKMis 

There are three approaches based upon the source of the data 
for geographically deSning the land value variable as well as most 
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of *he associated independent va lables First is the resea’'ch 
based on State variation done by Keiper et al (1961) and 
Gottlieb (1965) Keiper et al s data was from the U S Census 
of Government Gottlieb used FHA State data Second and 
most common ts the U S Bureau of the Census deBnition of a 
SMSA used by Maisel (1963) Mittleback and Cottmgham (1964) 
Muth (1971) Witte (1975) and Ottensmann (1977) These articles 
used the FHA SMSA market price data as the dependent variable 
Observations varied from year to year based upon sample size 
criteria m data collection Ottensmann also used data provided 
in Schmid (1968) from the National Association of Home 
Builders (NAHB) This data was an aggregation of local home 
builder associations by metropolitan areas The exact geographic 
definitions of the local home builder associations are not known 
but probably correspond closely to SMSAs Schmid s econo 
metr c analysis also used the Bureau of the Census definition of 
Croanized Area in conjunction with the NAHB data Each of 
tl ese geographic definitions imoly different analysis and implica 
tons 

Tne State based studies of Keiper et al and Gottlieb used 
an es imate of the land component of taxable real property on a 
per capita basis and FHA average price of residential sites in 
states, respectively Keiper et al s results show a significant 
relat onship between the oependent variable and income popula 
tion density and agricultural output var ables Gottlieb was 
soip<*wna^ successful with two income variables and a growth 
(emplovment) variable He however found agriculture values 
insignificant Keiper et al s research was directed at explaining 
the geographic distribution of land values Gott leb argued that 
hiS approach would yield some valuable insights into functioning 
of cur _rban land markets (1963 p 4) However while use of 
Sij e data both for the dspenaent and maependent variables 
can oe useful for analysis of some questions such as the imphca 
lions of demographic shifts or State policies afifecimg land use, 
the oegree of msight into the functioning of urban land markets 
IS lim ted 

Go’dstein and Moses in their Survev of Urban Economics 
uotca that researchers exhibit an understandable tendency to 
avoid defining the relevant unit of study for their models because 
of the difficulties of obtaining adequate data <1973 p 172) 
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Ccflceptually the land conversion market is that area around a 
metropolitan area where land is m transition from non residential 
use generally agriculture to residential or other urban uses It 
15 defined by those individuals and groups whose function is to 
convert land to urban uses developers landowners land 
speculators and public institutions through regulations and 
policies 

There is a wealth of literature primarily by demographers 
and sociologists which deals with the conceptual and operational 
problems of defining rural urban suburban, rural urban fringe and 
sprawl [Kurtz and Eicker (1958) Gibbs (1961) Fuguitt (1962) 
Lieberson (1969) Sinclair and Manderscheid (1974) and Macura 
(1975)] Sinclair and Manderscheid (1974) and Macura (1975) 
applied different commonly used definitions of rural and urban 
respectively and discovered a large variation in the population 
which would fall into each category dependmg upon the definition 
applied Of course the land conversion market is in transition 
What is fringe today is most often city or suburbs m the near 
future So while the concepts of fringe and land conversion 
markets don t necessarily overlap the problems associated with 
each are similar 

Research m the area of land con\ersion has one of iLe 
common difficulties m working m the transition area 
Frequently the theoretical and the empirical categories have 
been at variance since the former tends to focus on general social 
charactens ics whereas the latter usually emphasized physical 
geographical demographic or political attributes (Kurtz and 
Eicker 1958 p S2) 

The conceptual definition of fringe which seems appropriate 
for this research focuses on land characteristics 

Land use m the fringe s of a unique nature which distm 
guishes the area from all other residence categories This 
unique characteristic is the existence of mixed nu-al and 
urban land use— much of the area is still m farmland and 
residence of non farm dwellers are interspersed among the 
farms This mixture of land use exhibits on consistent pattern, 
of farm and non farm residences if a consistent pattern of 
residences exists, i e , if there are solid groups of residential 
homes without mterspersion of non farm dwellings, this 



Survey md Critique of Empirical Studies 197 

area is not considered fringe area (Kurtz and Eicker, 195S, 
P 35) 

It IS difficult however to find data based on this kind of 
definition 

The land conversion market can take on various forms It can 
be a narrow fringe or a broad belt Also Jong ribbons of what is 
essentially urban development both as regards the form of 
buildings and the functions performed m them extend far out 
into the rural areas along the mam highways (Shryock Siegel 
and Associates 1971 p 162) Another example is marked leap- 
froging to the extent that some discontinuities occur in r^idential 
patterns Harvey and Clark (1965) defined three spatial patterns 
commonly associated with urban sprawl (1) low density conti- 
nuous development (2) ribbon development and (3) leapfrog 
development These can be considered descriptive categories m 
a static sense They may all be occurring in any particular metro 
pol tan area but will change over time 

The definition of the unit chosen to express some relation 
ship 1 e , population density will influence the results of the 
research One couid have population dispersed throughout the 
area or concentrated at a particular point in the area and get 
the same average density depending upon the grid chosen 

Research into land use patterns must address empirical 
problems of defining the density of urban development Grosii 
and as* density are both of interest Gross density as used here 
IS the ratiO of the metropolitan area to the total popula ion This 
approach has some potential in picking up leapfrog and ribbon 
development by including all land uses though the variation in 
land used for non residential development will exacerbate 
problems m analysis Net density the ratio of land for resiaential 
uses to people mighi be able to pick up low density continuous 
development though here again the distribution of residential 
IT xes from one metropolitan area to another will vary The grid 
or gt am caosen for analysis hao direct impact upon the analysis 
^or example one would have to have a grid capable of show ng 
riboon development in order to examine hypotheses associated 
with ribbon developmen*' Other grids would be needed for other 
characteristics of concern 

WhPe It can be aruged that low density continuous develop- 
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nient and nbbon development might explain higher land valncs 
land values for sites transacted over a large grid will in the case 
of leapfrog development include the expensive close in land 
transactions and the less expensive more distant transactions 
Therefore the data might inadvertently indicate that appreciation 
IS lower with leapfrog development 

One way of capturing some of the variation in settlemeni. 
patterns is to know the gross amount of vacant land m a metro 
politan area Northam (1971) and Niedercom and Hearle (1968) 
surveyed the land uses particularly vacant land for various 
American cities Both reports point to the proportion of vacant 
land being greater for lower population size cities While the 
numbers generated provide insight on the past development 
patterns and could indicate if presently vacant land is filled m 
later it seems unlikely that either study rigorously defined the 
geographic area to which the questions were directed Therefore, 
significant vanations based on newness and size of the cities 
could exist 

Previous research has also found a statistically significant 
and positive relationship between site price and gross population 
density Mo e intensive use could indicate greater competition 
for land hence greater appreciation On the other hand higher 
appreciation or site price will decrease the quantity demanded 
and raise density This suggests a simultaneous relationship 
Income and prelerences also enter into this interaction 

Idle or vacant land on the fringe remains difiScult to measure 
but remains a concern m land value analysis as Clawson noted 

land within the suburban zone not actually used for urban 
purposes typically is not used at all Our best estimate is 
that there is about as much idle land m and around cities as 
there is laud used for urban purposes In the suburbs the 
Idled land IS an even larger proportion (1971 p 318) 

If this idled land is 1 eid for speculative purposes the level of 
expectations and uncertainty associated with particular markets is 
of interest Ottensmann s (1977) model associated expectations 
wi^ per cent of change n population Schmid (1968) and Hansen 
and Schwartz (1975) however indicated the possibility of 
expectations exceeaing actual gams 
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Another aspect of operationahzing the land conversion 
market concept also presents a dilemma On one hand one can 
use the U S Bureau of Census definition of urbanized area The 
basic concept is a population density index However according 
to another Census publication If the suburbs are viewed 
as a peripheral part of the physical city and therefore entirely 
urban, -atber than as a traditional zone between urban and 
rural territory, then the former (urban fringe), more restnctive 
definition would be the preferable one’ (Shyrock, Siegel and 
Associates 1975 p 130) Other census definitions such as SMSAs 
are also problematical conceptually because of their basis on 
political units Unfortunately Urbanized Areas and SMSAs are 
the basis of most of the available U S data for cross city compan 
sons and so serve as the basis of measurement in the econometric 
models Much relevant area information is lost e g areas 
showing potential for population growth and increasing density 
ratios and areas showing marked leapfroging of residential or 
commercial development will not be captured by these measures 

It is clear that the method selected for operationalizing the 
land conversion market is critical to the definition of all variables 
and formation of all hypotheses It is necessary nevertheless to 
be somewhat arbitrary and pragmatic in the choices made The 
geographic problem with most of the efforts at explaining 
residential site or raw land values is the failiue to indicate the 
problems associated with data using any particular geographic 
definition 

Comparison of dependent variables 

There have been four types of aependent variables used in the 
studies being reviewed here They are (i) the land component of 
property value (2) the price paid for raw land by developers 
(3) the price of residential sites either received by oevelopers 
fNAHB) or assessed by the FHA and (4) land value appreciation 
which is calculated using raw land price or site price Table 6 1 
summarizes this research 

The estimate of the land component of taxable real property 
assessment ratios u®ed by Keiper et al s (1961) study from the 
Census of Government for 1957 was highly correlated with total 
real property value The Spearman coefficient of correlation 
between land and property rankings m 1956 is 96 (p 157) 
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Moreover the regression model worked better for total property 
values (per capita) than the land component estimate To Keiper 
et al the most troublesome issue arose from not only the lack of 
consistency of assessment practice between states but also 
within spates, hence offsetting effects of different land market 
practices 

The best data operationally for site price or appreciation arc 
the price paid for raw land by residential developers While this 
data may exist in scattered studies only the NAHB data for 1960 
and 1964 represents significant systematic gathering of such 
data These data are reproduced in Schmid (1968) from NAHB 
sources 

Residential site prices as reported by FHA and NAHB has 
several internal components (1) development cost of a site 

(2) agricultural opportunity cost (e g agricultural value) and 

(3) size of the site Eacn of these factors imply different policy 
questions They in turn can explain the reason for statistical 
significance found m such independent variables as the construe 
bon cost index (Muth 1971) average site size (Witte 1975) and 
value of agricultural land or products [Keiper et al (1961), 
Maisel (1963) and Witte (1975) ] 

Schmid s land value appreciation is derived from site value 
The computation process is as follows For each city the analysis 
begins with the price per finished lot The farm value of the land 
in the lot 15 computed and added to the lot improvement costs 
and the total is subtracted from the finished lot price to obtain 
the amount of absolute appreciation The appreciation is then 
expressed as a percentage of ihe farm value 

Ottensmann m commenting on Schmid s appreciation 
variable notes that 

Schmid s dependent variable has per cent appreciation over 
^rmiand values This is highly correlated with land prices 
themselves since farmland prices are much smaller and vary 
less However any error m the farm land price data is 
magnified by this procedarc producing large variations in 
the appreciation variable (1977 p 394) 


This argument notes the measurement difSculty but does not 
5irectly challenge the underlymg theoretical conc*pt 
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LadepeBdent variables and regression results 
of previons research 

The following results of econometric research sand out (1) In- 
come and population density were most often found significant 
(2) Total population and population growth were often found 
significant when either income or density were found insignificant 
or not used (3) Value of agricultural land or output was found 
significant in three out of four studies explaining State or SMSA 
site variation (4) Other variables found significant m venous 
studies related to site size construction cost (indices) or pr ce of 
complements 

Income and population seem to have an mter relationship 
which has afiected which variables have been found significant m 
those studies Average income of one sort or another was 
significant in all but two studies [Maisel (1963) and Schmid 
(1968) ] In both of those cases population change was found 
significant Also in only one case oat of four (Witte 1975) did 
population density enter the equation with income In other 
words income seems closely associated with size variables total 
population or gross population density As the population (size) 
of the metropolitan area is larger then income per family should 
be greater The relationship between density and income is 
complex Higher income is associated with a greater ability to 
purchase larger lots but the cost of living m dense areas and the 
costs of congestion are also associated with greater incomes This 
of course leads back to the problem of geographical definitions 
and the problems of mixing difiFerent characteristics in any of the 
three major geographic definitions and even within the frmge area 
of the urbanized area Income may al'o indicate a degree of 
market power on the part of sellers either direct or through 
expectat ons to change what the buyer can pay or inversely a 
measure of the aegree of willingness of buyers to pay 

Per cent change in population is statistically significant in 
four studies This also perhaps indicates some role for expecta 
tions Value of agricultural output or laud appeared significant 
in three studies and insignificant in one other This demonstrates 
the importance of agricultural land value as an mdication of 
opponumty cost or competing uses of land and hence a supply 
charactenstic 

The other variables were residential costs site size and price 
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of new homes Construction costs could affect both supply and 
demand Assuming some relationship between construotion costs 
and development costs the supply of lots will be affected On the 
other hand construction costs associated with the price of new 
homes will also affect demand Site size was found significant by 
Witte (1975) and indicates a relationship between per unit prices 
and size of the lot 

Issues of functional form in the dependent and 
independent variables 

The issue of functional form was raised initially in a footnote by 
Witte The logarithm rather than the unmanipulated value of 
the price per square foot was used in order to give the dependent 
variable a more nearly normal distribution (1975 p 357) On 
the other hand Witte stated that Mnth used the log of all 
variables in bis regression analysis Muth s coefficients are 
estimated using unmanipulated not standardized variables 
(1975 p 362) 

The issue of functional form is related to the hypothesized 
relation between a dependent and independent variable In 
any given situation the researcher cannot know with complete 
certainty the nature of the functional relationship Ideally his 
theory tells him unambiguously which to choose if he fails 
to utilize the appropriate one m this situation his estimates will 
be biased and/or inefficient Only if complete searching of the 
theory does not give the researcher any direction should 
he proceed to use the following ad hoc procedure which can 
never completely substitute for a good theory (Rao and Miller 
1971, p 105) Certainly m comparing the research to date there 
has been httle theory and no clear evidence that log forms are 
superior to linear forms of the equation The practice of Witte 
and Muth seems to have been to use non linear functional forms 
to take care of concerns about heterosked^ticity wuhout 
concern for the theoretical implications of these functional 
forms 

Companson of studies hy Witte and Ottmismann 
The two most recently published studies by Witte (1975) (1977) 
and Ottensmann (1977), can be contrasted to raise several 
Thew two studies represent a contrast m several areas of 
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approach to research in this area These include (1) number of 
variables considered , (2) functional form (3) regression 
techniques tried (e g , Ottensmann used a recursive model and 
attempted some simultaneous equations while Witte had a senes 
of crosa-sectional models and a pooled regression) , 
(4) theoretical arguments , and (5) results In reference to Witte s 
article, Ottensmann raised the following issue to be considered 
here 


Other alternative explanations of the level of land values 
have been provided however, the derived demand model 
developed and tested by Witte (1975) is one of the best 
examples She has achieved higher coefficients of determma 
tion but only at the expense of considering a greater number 
of mdependent variables The simple straightforward model 
tested here with but three mdependent variables must be 
considered as a valid alternative (1977 p 389) 

Ottensman s th^ee independent variable model offers very little 
new incluamg the theory justifymg their use On the other hand, 
Witte presents little rationale for the use of variables or for the 
sometimes fanciful proxies chosen While this may have been a 
function of publication space it also seems that little attention 
was paid to the implications of each specification Regarding 
variable selection Witte noted 

In many cases a number of alternative measures of the 
determinants of residential site prices were found and that 
measure which gave the best explanation as measured by the 
adjusted coefficient oi determination was the one utilized 
(1975 p 356) 

The results of both studies however are not reassuring for the 
de\elopment of instrumental vanables designed to influence the 
land conversion market As do earlier efforts they do point to 
income, population growth size and population density as 
signiflcant variables These alezt us to the need to study m more 
depth the applications of urban shape and structuir We have on 
one hand a simple model capable of multiple explanations or 
vague generalities and on the other hand a finely mimipulftted 
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model with little theory beyond the concept of derived demand 
Ottensmann experimemed with a log functional form and 
found little improvement in results Different functional forms 
were used in regressions for some of the variables For example 
a logarithmic transformaiion of the population variable was 
tested in all of the regressions None of the tests were 
conclusive (1975 p 395) Witte used a log form of the 
dependent variable m an attempt to achieve a more nearly normal 
distnbution 

The regression techniques tried by each of these studies also 
need comment Ottensmann while reportmg cross sectional 
results of a recursive model using OLS also attempted a system 
of simultaneous equations He reported 

Two stage least squares procedures were used to estimate the 
parameters, with population income and the population 
change variables considered as exogenous In each case the 
parameter values associated with the original three predictors 
of land prices were hardly changed from those obtained with 
the recursive model while the parameter associated with 
density of development was insignificant (p 395) 

Wit*e used standard multiple regression techniques Given the 
number of variables used by each it seems that the techniques 
used were appropnate to the other model For example two 
stage least squares methods raise issues of a critical nature when 
variables are left out of the model Witte, however failed to take 
advantage of the large number of variables used for either a 
recursive or simultaneously determined model There are of 
course advantages and disadvantages of each approach but 
theory clearly indicates that some variables have simultaneously 
determined characteristics 


SUMMARY 

Inter urban land value research nas concentrated on demand 
variables snch as total population, median family income per cent 
change m population etc , to explain a varied estimate of site 
price and/or appreciation Variation in the unit of analysis and 
problems which arise from these difficulties have been reviewed 
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Here In both the selection of explanatory demand variables and 
units of analysis the final choice is a^'bi‘-ra<'y Because of the 
complexity of the urban structure many aspects of community 
characteristics are interdepwndent with other characteristics 
While each listed variable is indicative of d fferent trends of 
interest selection of the appropriate group of variables can only 
be made after an analysis of the specific theoretical model to be 
tested Geographical units are less amenable to such decisions 
and the selection of which unit is used often depends on the 
available data Pragmatic choices have to then be made but the 
strength and weaknesses of each g ographical unit should enter 
ID conclusions drawn from such research 


FOOTNOTES 

1 These inciuds Miisel (1955) MittJebicli aid C3ttia„*nai (l9St) 
Muth (1971) Witte (1975) and Ottensmann (1977) 

2 Keiper et al (1961) estimites p r capital laid values acrcss sta vS 
based on the land ccmpon at of taxable real p op.<rty Gittlieb 
(1965) used FHA. data on the averag r sid>.atial pice of a site by 
state 

3 These include a study by Van Vuurea (1976) on Canadian land values 
using Spearman rank correlations, a cross-sewtional study of hoasiug 
costs and zoning regulations in N^w Jersey by Sternlieb and Sigalya 
(1973) and a cross sectional study by Miller (1977) of three Califor 
man cities 
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SEVEN 


TONU PUU 


ON THE EQUILIBRIUM DISTRIBUTION OF 
POPULATION AND LAND VALUE IN AN 
URBAN REGION 


The purpose of this paper is to construct a mode! for the spatial 
equilibrium distribution of population within some urban area 
There is an equilibrium when all locations are cons dered as 
equivalent and no reasons for migration exist To escape the 
complicated utility approach introduced by Wingo (1961) and 
Alonso (1965) ws simply state that there is equivalence of 
location when the sum of housing and communication costs for 
an individual balance so that more expensive accommodation is 
compensated by less expensive communicatioo and vice versa 
The cost of housing IS supposed to be determined by land 
value which is itself determined by population density 

Communication cost on the other hand depends on the need 
of communtcation with other locations and on the facility of 
movement at various points of the region The latter is taken as 
dependent on congestion expressed as the ratio of traffic to capa 
city For each individual the former is taken as proportionate to 
population at the points of destination 

Fixed transportation capacity or road capital, is assumed to 
be distributed on the region by some road building authority that 
minimizes the sum of the capital maintainence costs for the fixed 
capital and the total costs for transportation 

To make things simple we assume the region to be one- 
dimensional the closed interval {x 1 This is the * Jong 

narrow city introduced by Solow and Vickrey (1971) 
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Population traffic and total transportation cost 
We need an expression for total transportation or communication 
cost to start with Supposing that we can aefine the cost of 
transfer or displacement across a unit distance by some function 
f{x) that vanes with the coordinate x of location we get the cost 
for transportation between the points x and y as 
y 

I f{z) dz 

X 

Suppose that a number of communications proportionate to 
the product p(x) p{y) of population densities at x and y is needed 
This follows from the gravity or the entropy model jf for simplicity 
the distance dependence is disregarded The total communication 
cost for the region (—1 1) is 
1 1 y 

[ j \^p{x)p{y')fiz)dzdy dx (2) 

—I X X 

If we now use the formula for integration by parts twice 
subsequently (2) is transformed into 
I 



j P(x) Qix)f(x) dx 

Si 

X 

m 

(3) 

where 

W-J 

] 

p(y) dy 
-1 

(4) 

and 

i2(r)=J 

J 

p(y) dy 

e 

(5) 


As P(x) IS population to the left of x and Q{x) is population 
to the nght of x; the product PQ obviously represents traffic going 
through X Hence we define traffic 


i{xr)=i'(x:) e(x) (6) 

and can obtain total transportation cost as 
1 

^Ax)ii.x)dx (7) 

Intuitively it Is reasonable that total transportation costs are 
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obtained by multiplying the cost of displacement fix) by local 
*ra%c i(x) at each point x of location and by summing i e 
integrating over all locations of the region 

We have seen from (4) (5) and (6) how one of the factors 
namely trafBc is determined We next turn to the question of 
how the other factor transfer cost should be determined In a 
congested urban region it is reasonable to take all cosis of trans 
portation (fuel wear of vehicle and driver s work) as proportio 
nate to travel time Tnis is the starting point for our discussion 

Traffic flow capacity and velocity 

We need some hypothesis about how the velocit> of the flow of 
traffic is related to the intensity of this flow It is expected that 
mcreasmg flow intensity reduces the speed when the capacity of 
the road is given so that at a certain congestion traffic comes to 
& complete stand still 

For simplicity we consider traffic along one lane without 
crossings and without overtaking We want to determine the 
minimum space s between two cars that makes it possible to 
bring each following car safely and smoothly to a complete stop 
if the preceding one should come to a sudden stop through an 
accident 

Denote the maximum safe retardation by ^ Of course it 
depends on the quality of the road and on the car the weather 
etc and hence vanes from one point to another along the lane 
but suppose that it is a universal constant If the initial velocity 
of a car at time is Vo then its velocity at time t is v=V|, — p/ 
The time needed to halt the car is thus r=Vo/p During this time 
the car travels a distance of Vot— p/*/2 Substituting Vo/6 for t we 
obtain 0 5 VoVP for the space needed 

This however is relevant only provided that the driver 
reacts immediately If we allow a time lag of p for the reaction 
the cai- with velocity Vq travels the distance pvo before retardation 
begins Thus safe space between two cars is 

5=0 5 v*/P+pv (8) 

■where we drop the index as we consider a steady state of motion 
without aa^ieratiou or retardation The equation relates space 
to velocity or reversing causality it relates velocity to space 
available, provided that the drivers drive safely 



2i8 Urban Economics 


Now the space available depends on the concentration of 
vehicles and their average length If the concentration i e the 
number of cars per kilometer is denoted c and the average length 
of one car is 8 we have the space j=I/c— 8 kilometers 

Substituting this into equation (8) we get 0 5 v-/p+pv 
= Cl/c — 8) 

Supposing that the maximum possible retardation p is infinite 
we get y=(l/p) (1/c— 8) Retarding 1/8 as the bumper to 
bumper jam concentration we have arrived at an expression that 
exactly corresponds to the follow the leader model See 
Herman (1966) Velocity is brought to a complete stop at the jam 
concentration 

It seems however that another simplification than putting p 
to infinity is more reasonable Supposing that m general the 
concentration is far from the jammed state 8 is small in relation 
to 1/c and we can ignore it Thus s~\lc We now wish to express 
the concentration in terms of the flow of trafBc f measured m 
cars per hour As the velocity vis measured m kilometers per 
hour and the concentration c m cars per kilometer we obviously 
have i=vc along one lane We now assume there to be / lanes at 
a certain spot Hence i—vc/ This makes it possible to soive for 
llc=yl/t This s equated to s and substituted mto (8) This yields 
the two equations v=0 and v=2p(lji — p) We ignore the former 
uninteresting case of a sequence of cars standing still bumper to 
bumper and adjust the units of measurement of velocity and 
traffic so that P==ly2 and p=l 

Hence v=(//i~l) (9) 

and the reciprocal of velocity that represents the time of transfer 

IS 

/=0/0/(i~i/0 (10) 

Supposing transportation costs to be proportionate to time 
we conclude that/ represents the cost of transfer or displacement 
over one distance unit 

Equation (10) is an important expression in the formulation 
of transportation or communication costs As an idealization we 
let i and / that represent numbers of cars and numbers of lanes 
be continuous variables that measure traflSc and capacity (or real 
road capital) respectively m the followmg optimization problem 
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Optimal qnantity aod allocatioa of road capital 
We are now prepared to answer the question How much road 
capital should the authorities allocate to each point of the 
region ? A reasonable rule is that the sum of total transportation 
costs and total cosis for building and mamtainiDg road capital is 
munmwed It is reasonable to assume that the yearly cos<^ for 
amortization and interest and maintainence of each unit of road 
capital is the sum of a constant building and maintaining costs A 
and of a location deoendent acquisition cost V 
1 

Hence ^ [A+V(x) 1 (x) dx (11) 

—1 


IS total (periodized) cost for road capital whereas 




( 12 ) 


IS total communicanon cost according to equaaons (7) and (10) 
As we wish to imniinize the sum of these cost expressions 
we have to differentiate the sum of the integrands partially with 
respect to I at each x taking i as given and to put the derivative 
equal to zero This obviously yields 

^+p^=(i//)!/(I_,//)» (13) 

or A+V-^fi (14) 


as the first order condition Due to convexity the second order 
conditions are fulfilled, so that (13) really yields a minimum 

The condition prescribes a relation that must hold between 
transfer C50st f{x) and land acquisition cost V(x) at all points of 
the region As transfer cost / is in one to one correspondence 
with the ratio i/l according to (10) we can say that land value 
decides the ratio i/l of traffic to capacity that we may call con- 
gestion for each point of the region By this relation an optimal 
amount of road capital is invested and it is optimally allocated 
in space in the sense that the sum of capital and commimicition 
costs are minimal As traffic i is determined by the distribution 
of population p from (4) (5) and (6) the road capital distribution 
/ IS decided along with ijJ 
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Balance of costs of housing and communication 
We now turn to the criterion of equivalence of all locations In 
order that all locations shall be equivalent the sum of commum 
cation costs and accomodation costs should be constant every 
where The latter cost for a standard accomodation should like 
road capital cost oe the sura of one contant B and a location 
dependent term that is proportionate to land value V Denoting a 
necessary proportionality constant by A we get accomodation 
cost as 

B+XVix) (15) 

The communication costs C{x) for one individual living at 
location Xt are obtained as 

XX 1 y 

C{x) = I p{y) j f{z) dzdy+ j p(y) J f(z) dz dy (1 6) 

— 1 y XX 

We ha\e to make it a sum of two integrals because they take 
care of trips rightwards and trips leftwards respectively The 
integral J f(z) dz is the cost for one trip and as due to hypothesis 
p(y) tnps go to location y the formulation is straight forward 
By integration by parts the formula (16) is easily transformed 

into 

X 1 

C(j:)=| P\j)f(y) + I Q(y)f(y) dy (17) 

—1 i 

where P and Q again by (4) and (5) denote population to the 
left and to the right of a point respectively 
If we diflFerentiate (17) we obtain 

C (:e)=[n^)-fi(x)]/(x) (18) 

DifFerentiating once more C>=(jP— g) /+Ci*— gy But 

due to (4) and (5) P = — g Substituting this along with 

<7®— g)=aC //"from (18) we get 

fC =lpf*-\-Cf (19) 

For equivalence of location C(x)-fB+AF(x)=coKjfnnr for 
some A>0 must hold true DiSfercntiating once and twice 

I'especbvely we get 

€ +AK =0 (20) 


4 
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C'+AK"=0 (21) 

As however from (14) V=f*—Av/egtt 

V =2ff (22) 

and F'=2 (J *+# ) (23) 

Substutiting from (20)~(21) and (22)— (23) into (19) we get 
the differential equation 

(24) 

as the final condition for equivalence of location 


By straight forward integration we can hence determine the 
transfer cost function /(x) from a given distribution of population 
p(x) On the other hand by (U) the distribution of land value 
i {x) IS determined along with/tx) As we have seen from (IC) an 
optimal allocation of roads determmes the distribution of iCjii:)//(jc) 
as well and i(3f) being determined by (4) (5) and (6) from p(x) 
the proper distribution /(x) of road capital is determined Hence 
for any distribution of population we can now deterinme all the 
other distributions of the model 

It IS however reasonable to assume that there is an 
additional condition in the system Land value should by the 
mechanism o^ supply and demand depend on the density of 
population according to some function F=i?(p) For complete 
ness the amount of land used for roads should be taken m account 
as well but for simplicity we abstract from this As V=f‘-~A 
from (i4) and as p=— A/'' from (24) we get the equation 

F(-A/)H-A-/®=0 (25) 

Only transfer cost functions/(aad corresponding population 
distributions p=*+ A/ ) that fulfil this identity aie possible 

Equation (24) leads to some qualitative conclusions Asj7>0 
and A>0 we obviously have 

r<0 (26> 

everywhere i e the transfer cost function is strictly concave 
everywhere This implies that there is some center (which may 
be one of the boundary points) where transfer cost is maximal 
Transfer cost and congestion decrease monotonically with the 
distance from this center Along with transfer cost we know 
from ( 14) that land value is maximal m the center and that it 
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decreases with the distance from it Accordingly with equivalent 
locations communication costs are minimal in the center 

There is hence a unique center with high land value and low 
communication costs for people living there along with a heavy 
load of trafBo to road capacity and low speed of traffic Observe 
that this IS not socially inoptimal The moptimality of tolls has 
been demonstrated in Pun (1978) 

We exemplify by a special case where land value is proper 
tionate to the square of population density i e and 

Then the equation (25) renders the differential equations 

and V'-/=0 (27) 

As/''<0 only the second one makes sense as we want />0 
The solution is 

cos ixj*[ X-i-b) (78) 

Suppose that the solution is symmetric Then 6=0 and 
/=a cos (x/'/A) As/ <0 must hold we have A<4/«® Immedi 
ately we get p=f and V—p^ Integrating (4) and (5) we get 
p=:a4X [1+sm ixj*[xyi and Q=a^[l—sva (x/V^] Hence 
from (6), i=a®A cos® (x4 X) Substituting into (17) we next 
get C=a®A[H-sm® (x/V^A)! As C+AK=2c®A all locations are 
equivalent 

As another example we try the possibility of having p^l 
From V=F(p) we conclude that then V=constmt Then the 
equivalence condition implies that C^constant But from (18) 
C sO everywhere only if /ssO because (P — Q) changes conti 
nuou“Iy at the rate 2p—2 This is only possible with i=0 as we 
see from (10) But as P=l+x and 6=1— * with imitary popula 
tion i=(l— ‘X®) Hence we arrive at a contradiction and conclude 
that a constant population density is not possible m the model 

A two dimensional model 

Despite the intuitively appealing conclusions the model has an 
obvious unrealistic feature as it deals with a one dimensional 
region It is most desirable to generalize to a two dimensional 
region There is a simple way of doing this namely the one used 
by Soiow (1972) m generalizing his one dimensional ‘long 
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narrow city to a circular one If all distnbutions on the circular 
region possess circular symmetry and especially if all trans 
po nation moves raaially so that the only possible connection 
between two points in the circular disk is a pair of radials that 
meet in the center we can very easily make the model two 
dimensional 

Most of the formulae remain unaffected by this So even 
though the capital mamtainence costs and the transportation 
costs are now obtained as double integrals the minimization of 
their sum still yields the same conclusion as before 

A-^V=f* (29) 

where still /=0/0/(1 “i/O (30) 

The only diflFerence IS that all distribution functions F,/ i, / 
etc now depend on a pair of Cartesian co ordmates x y ox in 
view of the circular symmetry on r=V^(x*+> ) if we for con 
venience place the origin of the co-ordinate system m the center 
of the disk The equations stated must now hold at ail points x y 
of the region 

The same obviously holds true for the condition of equiva 
lence of location namely that B-{-C+XV~constant must hold at 
all X y For this to be true 

C +AV =0 (31) 

must still be fulfilled The derivative is now taken with respect 

to r=4 (jc®-l-y®) as C and V depend on x y only through r due 
to symmetry assumptions (B is still a constant that vanishes at 
differentiation) 

The only part of the model that we need to reconstruct is the 
denvation of traffic distribution i(r) and of cost distribution C(r) 
For the simple case we can use a heuristic reasoning 

Let us begin wi th traffic at distance r from the center For 
simphcity we take the radius as unitary and assume total popu 
lation to be w If it is distributed with equal density we hence 
havepsl Now define 

r 

P(r)= 2w j qp(q) dq 
0 


( 32 ) 
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1 

and Q(r} = 2n | ^ p(q) dq (33 

r 

to represent the totals of population that live m the disi 
{(x y) I and in the ring {(x, j-) ] 

respectively Due to assumption 

P+Qs-b (34) 

for the whole unit disk {(x y) 1 x®+3'*<l} 

We can ask how many transports cross the circle x®+y*— r* ? 

As the demand of transportation was taken as proportion 
ate to the product of population densities at origin and at desti 
nation of each trip we can represent the numbers of various types 
of trips as products and squares of P and Q Hence P* represents 
the number of trips between points within the r circle which 
(moving radially) do not cross it at all Q* represents the number 
of trips between points m the ring outs dc the r circle They cross 
the circle twice on the way inward and on the way outward FQ 
represents the trips between the disk inside the r-wrcle and the 
nag outside it Unlike the squares that account for trips in two 
directions the product only accounts for trips outwards or trips 
inwards Hence 2PQ is the number of trips that cross the r ci cle 
once This is verified by the fact that P*4-2Pg+g®a=(P+02=:i 
as IS reasonable 

The number of intersections is hence 0 P +1 2Pg‘f 2 jg® 
’=2Q{P+Q)—2-Q To get the density of intersection we have to 
divide this number by tne perimeter 2rr of ihc r circle Hence 

(35) 

If as an eitample, p=l we getfrom (33) Q=snCl— r®) and 
from (35) Compared to the one-dimeasional case the 

concentration of traffic to ihe center is much more pronounced 
when population density is constant 

We can also easily calculate communication cost UCr) We 
first observe that for all transportation except to points lying on 
the same radial as the starting point (which can be ignored as 
the areal content of the set of zero), all trips have to go to the 
center The cost for each such trip is 
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f /(?) (36) 

0 

The total number of trips is so that for total cost (36) 
should be multiplied by r From the center the trips go radially 
to all pomts of the region The cost for that is 
1 r 

2i5 J rpir) I f(g) dq dr (}D 

0 0 

which by integration by parts can be put m the form 
1 

I fi(9)/'?) dq (38) 

0 

r 1 

and so Cir)^^ j f{q) dq-^^ Q{q)A?) dq (39) 

0 cf 

Observe that the second term in the right hand member ts 
a constant and that only this constant depends on hoH population is 
distributed Hence the derivative is 

C =«/■ (40) 

which IS independent of p 

As C =—^1^ from (31) and V =*=2// (from (29) we finally 
get 

2A/ +R=0 (41) 

Thus we can solve the diflferential equation for /(r) which is 
now independent of p{f) The solut on is linear We can easily 
obtain the land value function Vij^^Arf—A once we have 
detenBmed/(r) Also the non constant term of C(r) is obtainable 
from (39) by simple integration The interesting thing is that now 
cverythmg is determined without the population distnbuaon, or 
which IS the same any population distribution is possible If we 
specify Y—Fipy then this relation determines a unique population 
distnbution {as F >0) In conclusion this two dimensional* case 
is actually simpler than the one dimensional case 

Difficulties iH the tiw? dimensional case 

The two dimensionality IS however only spurwtus If we make 
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two radial cuts m the disk and clasp the two sectors together to 
line segments we arrive at the one dimensional case Sectorial 
areas turn into line segments and this accounts for the changed 
formulae but there is nothing m the two-dimensional case that 
occurs that cannot occur equally well in the one dimensional case 
Hence this change is no real generalization and on this account 
Angel and Hyman (1976) cnticize Solow and other authors com 
tructing models with a central business distnct to and from which 
all transportation goes radially It must be stressed that a real 
generalization to two dimensions is a very di ffi cult task demons 
trated by the fact that Angel and Hyman do not manage to define 
even a correct measure of traffic for it 

The problem is that the routes that transportation takes are 
no longer fixed, like bemg confined to the Ime segment that the 
long narrow city itself was or to the radials of the circular city 
The route itself is an object of choice and, given / it could be 
determ med by solving the variational problem of minimizi ng 
if(rW lr’‘+idrlda)*]da where w is the angular coordinate satisfying 
x~r cos <i) andy=ar sm w Such problems have been solved in a 
uaultitude of works such as Beckmann (1952), Wardrop (1969) 
and Angel and Hyman (1970) to mention a few 

The determination of traffic is however very complicated 
except for a few simple cases Angel and Hyman use the heunstic 
approach outlined in the preceding paragraph namely to simulate 
endpoints for trips at random to decide the number of inter 
sections (0 1 or 2) between a circle of given radius and the 
optimal path coxrespondiug to the end points Thus they expect 
to axnve at a measure of traffic by countmg ^he average inter 
section density for the tnj^ 

Doing this they miss one important pom^ If we regard the 
circle (or cordon ) intersected, not as an actual circle, but as a 
very thm ring, then we see that the length of the segment of an 
intersecting route cut off by the ring depends on the angle of 
incidence and so does the load cf traffic created by this trp The 
cordon crossings should not only be counted but weighted In 
Puu (1977) I have demonstrated that weights equal to the secants 
of the incidence angle are reasonable 

It was also shown that the measure obtained in this way 
agreed with one implicit la Beckmann (1952) where traffic flow 
was treated as analogous to an incompressible fluid In hydro- 
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dynamics tbe conservation equation for the fluid relates the 
divergence of the flow to the distribution of sources and stnks 
The sources and sinks in our case would be the tnps starting and 
ending at various points In Beckmann s case a single type of 
goods IS studied as it flows from excess supply sources to excess 
demand smks The present case would be more complicated as 
the communication between ^ pairs of points corresponds to a 
non denumerable infinity of vector fields that unlike physical 
fields do not fuse into one resultant field The reader may find 
something about all these matters and a few trafSc distributions 
resulting from very simple ^ansfer cost functions and population 
distributions in Puu (1979) 

Equally difficult to derive are tbe communication cost distri 
butions For some simple cases the reader may find examples in 
Puu (1979) 

Much work is however needed to construct a theory of 
population distribution equilibria for real two dimensional cases 
like the one developed above for the one dimensional case 

In a more general model one should also ask to what extent 
tne single lane model for speed and flow of traffic is relevant as 
traffic in all directions is incessantly crossing at all pomts of the 
two dimensional region 

Addendum on the case of tbe entropy model for mteraction 
In the mam text we for simplicity disregarded the fact that trans- 
portation demand is sensitive to distance even m an urban area 
of limited size We could quite easilv bring this dependence mto 
the picture The demand for transportation would then no 
longer be p{x) p{y) m the one dimensional case but rather 
j?(jc) p{y)e~^ I ■ If we then modify the definitions (4) and 
(o) to 

X 

p(:c)=.| piy) dy 

—1 

1 

and I dy 

X 

then the definition of traffic (6) and the cost expression (7) hold 
as before The same is true for (17), the final expression of C(x) 
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Also (18) IS left uucliangeti On the oUier band (19) is changed 
into 

/■C"=2ii /®+ Cf - y(P+ Q) /* 

and this changes the differential equation (24) into the mtegro 
differential equation 

-A/'*=p-y(P+0/2 

Observe that the expression (P+ 0 is no longer a constant 
but for each x is a functional of p This sum represents com 
municatiOD from each point with the rest of the region 
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MALCOLM FAIR WEATHER 


LAND VALUES AND LAND USE INTENSITY IN 
THE NORTH AMERICAN CENTRAL 
BUSINESS DISTRICT 
An Appraisal 


INTRODUCTION 

Land vi’ilss in ths Centra’ Business Distncts (CBD) of Iso th 
American cities have long been studied by geographers for tne 
purpose of assessing tiieir spat al characteristics and furthermore 
to det^ririne i*^ commor distributional patterns exist In a 1903 
studj fluid-'' developed the idea that in cities the economic rent 
of a piece of land was based upon its locational characteristics 
and that he most accessible po nts m the city would have tne 
highest land values Late*" m the 1920 s Haig* discussed a thiee 
fold intenelations'iip between location transport costs and land 
values His concept was that the most accessible location in the 
CBD had the lowest transportation costs from which to serve the 
entire city This land therefore would be at the most desirable 
location lu the CBD and the great competitive bidding for such 
property would result in its value being extremely high Such a 
location IS often described as the Peak Value Intersection (PVI) 
Since increasing distance from the most accessible point or PVI 
wiU cause a concomitant increase in relative transportation costs 
for each piece of real estate the value oi such land would be 
lower '^his relationship between the land values and distance 
from the most accessible point m the CBD has been demonstrated 
by Alonso® to be in the form of a negative exponential curve 
Tnus as distance increases from the PVI land values decline and 
Hanshorn has stated that the drop in these values is particularly 
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sharp within the first few blocks from the PVI ‘ Furthermore 
Carter has determined that since land values reflect demand for 
a scarce commodity land use intensity or building height is an 
attempt to squeeze maximum use out of a limited resource that 
IS central city land and therefore a prion there should be a 
clear relationship between value and height hence it I'l 
impossible to maintain that a height of building land value 
relationship does not exist * 

THE PROBLEM 

It would seem that the above relationship would require little 
further documentation The CBD s are the most visible areas of 
cities thej land values are high and they do possess the noajonty 
of high nse structures, whose profiles can be seen easily Such 
a land value/intensity of use relationship should be clearly 
evident, even to the untrained observer This concept however 
IS static and does not take into consideration past and present 
CBD building trends trends that have been the result of 
technological change and prevailmg economic conditions 
Furthermore the concept is rigid and assumes a regularity of 
patterning that may be difficult or even impossible maintain m 
this uncertain everchanging world Thus the question must be 
raised as to the validity of the land value/land intensity relation 
ship generalization cited above Is it a model whose simphcity i& 
appealing but yet not found in reality f 

Dnnng recent years the CBD s of North America have 
witnessed a change in function with the decime of retailing and 
an mcrease m the number of office operatimis a clmnge that 
caused Garner and Yeates to state that most downtown areas 
have expenenced striking structural and functional alterations 
since the mid 1960 s * * It must be stated however that this 
trend <’tarted many years ago In the 1920 s, for example, about 
90 per cent of the total retail sales in urban areas were from the 
CBD, but by the 1960^s Hartshorn estimated the CBD proportion 
of metropolitan wide sales to be between 10 and 20 per cent and 
to have dropped below 10 per cent for the 1970 s ’ This reduction 
in sales was paralleled by a decime in the number of retailing 
establishments m the CBD, dropping about 38 pe** cent m cities 
vnth populations of between one quarter and onemilhon and by 
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about 26 per cent for cities with over a. million people danng 
the penod 1954 to 1967 * Since it m^y be assumed that the 
suburbanization of retailing continued at an even faster rate 
throughout the decade of the 1970 s it may be stated that there 
are proportionately fewer dollars being spent m CBD retailing and 
that there arc fewer retailing establishments operating there today 
than was the case m 1967 

The decline in retailing illustrates the dynamic precedes at 
work in the CBD While retailing was moving out of the area 
office development was growing and Manner s study of selected 
Standard Metropolitan Statistical Areas indicated that there was 
greater than a 41 per cent mcrease m the gross floor space given 
over to office functions during the period 1960-1972 • The 
proportion of these new office functions that were location m 
new structures is not known but it was probably significant and 
the boom m the construction of office buildings during this and 
later penods did have a noticeable impact upon the CBD skyline 
It 1 $ clear that the newer structures tended to be taller than the 
ones that they replaced Furthermore, such penods of construc- 
tion came m spurts The 1970 s for example witnessed two such 
growth penods from 1971 to 1974 with a second period beginning 
in 1978 and extending into the 1980 s “ It is obvious that with 
ever increasing land values the new CBD structures had to be 
tall in order to amortize the high cost of the land Such is the 
case in Houston Texas where the new Texas Commerce Tower 
First International Plaza and Three Allen Center are all SO or 
more stones m height Since all of these new tall structures 
were not able to be located on the most accessible or most 
expensive land in the CBD it is apparent that the perceived 
relationship between building height aud land values may not be 
as strong as one believed especially when analyzed on a block 
by block basis in the CBD Furthermore Johnson^^ has noted 
that the new office structures tend to cluster This concentiation 
of newer structures must therefore distort the CBD profile to a 
greater extent today than was the case m the past especially 
smee offices are now the * major central city employers (an^ 
the smjor sources of property tax revenues ^ 
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CASE STUDY 

o test the hypothesis that functional change and the nor 
rowth processes at work in the CBD will not produce reg 
ind use intensity pattern in the CBD and that such inten 
istributions will not necessanly conform to land value patte 
e city o*" Bochester New York was studied An ur 
Dmmunity of nearly 300 OOC people Rochester has a well defi 
ommercial core and statistics available on a block by bl 
asis For the purpope of this study three variables w 
aaiyzed and mapped (Figs 8 1, 8 2 and 8 3) namely land val 
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Feo 8 1 Land vahes m central Rochester 
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Fig 8 2 Bmldmg values m central Rochester 

Jig values ana the Murphy and Vance Centrai Busim 
:t Height Index (CBDHI) The use of the CBDHI w 
dated by the fact that the buildings on any city block w 
ferent heights and that the proportion of the block th 
iccupied varied widely It was imperative therefore that 
xdtzed measure of bmiding height or land use intensity 
d hence the selection of the CBDHI 
visual comparison of the three maps mdirated that the 
ome level of similarity m the distributional patterns of t 
alues building values and the CBDHI Since the studi 
earlier indicated that there should be a significant level 
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Fig 8 3 Height index values m centred Rochester 

)atial correspondence between these distributions Pearsc 
oduct Moment correlations were applied to the data T* 
■sulls were lower than had been expected The relatLonshi 
tween high land values and high building values was s< 
-fO 6221, mdicatmg a spatial correspondence m about on 
urd of the cases A much lower level of correlation was foun 
>r the CBDHI and the land values (r=>=-|-0 ^20) illustratmg 
Dsitive relationship but a weak one These relati\ely low correl 
on coefficients for Rochester indicated that broad generalization 
•out CBD land and building values as well as the intensity 
md use may not be quite so valid when analyzed at the mici 
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level of the CBD Perhaps a new avenue of approach should be 
taken to explain the relationshp between CBD property values 
and the intensity of land use 

The CBD continues to occupy a location at the center of 
most Cities A position not modified greatly by suburban expan 
Sion at the periphery of the urban area and one maintained bv 
the existing transportation infrastructure While the ease of 
access of the CBD to the city as a whole may remain nnchal 
lenged congestion m the mner city has increased travel times to 
the CBD and extensive freeway construction in suburbia has 
greatly facihtated movement m the outer city These events 
however have not changed the accessibility rating of the CBD 
nor have they altered the level of bidding for sites m the CBD for 
establishments serving the whole city As a result, land values 
are still highest in the CBD and may be expected to remain so 
into the foreseeable future In the case of Rochester the lan d 
value pattern conformed to the expected with values dechmng 
with increasing distance from a central somewhat elongated 
peak The question arose therefore as to why the relationship 
between the value of the land and the intensity of the land use 
was so poorly correlated 

The physical characteristics of a CBD site are extremely 
difficult, if not impiossible to change but the structures upon 
them are an entirely different matter Buildings change functions 
they get old they burn down and they outhve their usefulness 
Furthermore structures may be owned by conservative organtza 
tions like churches and trusts or they may be owned by dynamic 
real 4»tate developers As a result the land may not change in 
value or form but the structures built upon it will Such change is 
more likely to be random due to multifaceted extraneous forces 
rather than to conform to any highly organized land use intensity 
model This situation arises because there are no systematic 
patterns of property ownership For example certain groups hold 
on to structures long after others would have replaced them with 
more profitable buildings buildings probably taller than those 
bemg replaced and thm representing a greater intensity of land 
use Furthermore some property owners tend to wait until the 
time that structures fail to yield profits before rebuilding while 
others wait only for the tune when a more profitable situation 
occurs before they redevelop their property Any of these factors 
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can occur at any time but they do not occur all of the time and 
they are unlikely to be distnbuted evenly throughout the CBD 
hence the lack of a pattern to CBD buildings in terms of their 
land use intensity 


THE MODEL 

It can be shown that even under the best possible of cases 
where the land is owned by individuals whose aim is to maximize 
profits there may be times when a tract of CBD land use 
intensity does conform to a negative exponential foimat while 
in other location'? m the CBD and at other tunes in the tract 
under review the expected pattein does not exist The model 
introduced here approximates wave theory m terms of the 
fluctuations m structure height and it assumes that older buildings 
are less profitable and replaced sooner than newer ones 

In Fig 8 4 illustrating a section through an hypothetical 
CBD In t me period one (T 1) the section east of the Peak 
Value Intersection (PVI) approximates the standard model of 
declining land use intensity with increasing distance from the 
PVI while to the west no such relationship exists Dunng time 
penod two (T 2) the small structure on block A is replaced by a 
new taller building to better maximize the utilization of the 
increasing land values m the CBD This taller structure may 
nave also changed its function In time period three (T 3) block 
B IS replaced and finally in tune period 4 (T 4) block C (the 
neweat and tallest structure in T 1) is replaced A similar cycle 
was at work for the area to the west of the PVI but not 
synchronized with that to the east Given that in the above it 
was the older structure that were being replaced during each time 
period even this element of regularitv failed to produce an 
interunty distribution that approximated the land value pattern 
at all times When applied to the CBD as a whole the relationship 
would be even less clear Furthermore since the above fails to 
take into consideration fires bankruptcies and other disasters 
that affect CBD users, as well as the conservative or aggressive 
nature of the property owners, it may be stated that CBD land 
use intensity as measured by the height of structures or the 
Murphy and Vance CBDHI should not be expected to correlate 
highly with land values for the CBD as a whole This was the 
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case for Rochester New York and is probably the case for 
CBD s elsewhere 


CONCLUSION 

Thus It may be illustrated by the anaylsis of Rochester, New 
York m particular and by the ever changing nature of CBD lues 
m general that the intensity of land use will only rarely approxi 
mate the pattern of CBD land values This mspite of the fact 
that every property owner would like to maximize the return 
upon investment on land owned Furthermore at any given time 
high interest rates may temporarily prohibit CBD construction 
and cause high value land to be used as parking lots a land use 
that produces income for a very limited capital outlay or operat 
mg cost, but not a land use that can be regarded as intensive 
when compared with a 20 to 50 story buildmg There are so 
many variables to be dealt with some long term (the growth or 
decline of a city s economy) others short term or intense (fires 
for example) that so disrupt CBD s three dimensional configura 
tion that the actual building intensity distribution fails to conform 
to the pattern of land values at the micro or CBD level 

In condition, it must be stated that the CBD does represent 
the greatest clustering of high intensity land use for the city as a 
whole (the macro level) but that even this pattern may be chang 
mg with the establishment of suburban office and retailing centers 
Just as the evaluations of city wide land use models are coming into 
the literature models that had moved away from the monocentric 
models of Burgess^* and Hoyt^“ to the multi centered formate of 
Muller*® and others so we should take fresh approaches to 
analyzmg the CBD The Central Business Districts of North 
American cities are complex areas undergomg changes m form 
and function Similarly, the land use intensity pattern k being 
mod fied constantly as newer taller structures are poking their 
way skyward The result is a building intensity pattern that aoes 
not correspond to any large extent to that produced by the 
land values 
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SHARON G LEVIN 


PROPERTY TAX INCENTIVES FOR HOUSING 

REHABILITATION 

Theory and Evidence 


iHE sjsteni of local proper'^y iaxation m the Lait“d Spates is not 
without its critics One a eavihich has borne substantial criticism 
IS the effects of the system on ahocalive efficiency within urban 
Housing markets Simply staged it is continued that the property 
tax svstem^ discourages the upkeep and upgrading of the exisang 
hoiisirg stock and as a result contributes to the now tamiliar 
pattern of urban housing decay and abandonment Increasing 
concern with this problem has led many states to pass special 
legislation enabling their cities to mplement program providing 
property tax relief for rehabilitation activities As of 1979 a 
survey of eighty two c ties by the Lrban Institute [ 26 ] finds that 
tv\enty eight have active on going programs with another twelve 
cities in the process of establishing their own programs 

Unfortunately as one author observes {.such programs are 
costly m terms of property tax revenue fo’'egone yet no evidence 
exists to conSrn that upgrading results from such programs [6* 
pp 45 o01 This -itudy reviews the theory and design of local 
goveinmcnt property tax incentives for housing rehabilitation with 
ti e purpose of evaluating their effectiveness With this obj'*ctivem 
mmd Sect'on I reviews the economic justification fo” government 
activity in the urban housing market Seeffon II sets the scene 
for the ensuing analysis of tax incentives by presenting a simple 
model of the urban housing market The design and expected 
eflects of property^tax relief measures for housing rehabilitation 
are examined m Section III And finally Sechon IV review* the 
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des gn operat on and cost effect vencss of several progran & 
which had sufficient data for analysis 

I Property tax relief for rehabilitation of the existing housing 
stock in uiban areas can be justified on both economic efficiency 
and equity enter a To the extent that local property taxes can 
be viewed as partial excises® levied on the value of improvements 
(capital added) to the housing stock econoiric decision making 
leads to the substitunon of curren operating and mamtenarce 
inputs for capital inputs and to an overall reduction in the 
quantity of bousing services fo’lncoming from the existing Sioci * 
Property tax relief measures by lowenng the cost of capital end 
as a result lower ng he supply price of housing services from the 
existing stock as demonstrated below can lead to an increase 
in welfare ® Moreover to the extent that the deterioration of 
individual housing units contnbutes to neighborhood or 

external effects local government exc se tax subsidies can be 
used to stimulate the optimal amount of additional upgrading 
In addition in cases of urban blight it may also be desirable to> 
offer tax incentives for rehabilitaaon rather than pursumg a 
strategy of demolition and new cons rnction since rehabilitation 
may be less costly involving fewer dislocations of existing busi- 
nesses and residences and less need perhaps for major changes m 
the area s infrastructure Finally property tax relief measures 
can also be targeted to needy citizens such as the elderlj o’* 
poor and can be used as an effective rool for racial desegregatior 
m the urban housing market by providing rehabilitation scattered 
site low income housing units rather than units m public hous ng 
projects with their unintended negative spillover effects on 
property values Thus there are well established grounds for 
considering government property tax incentives for housing 
rehabilitation As discussed above however ihe cost-effectiveness 
of these programs is questionable To se* the stage for evaluation 
the next section depicts the operation of a representative u ban 
homing market® so that the effects of alternative property tax 
rel ef measures can be studied 

II It IS useful first to define more precisely two concepts- 
used throughout the discussion the quantity of housing services 
and the price per unit of housing service Since housing is a 
beterogeneous commodity the quantity of housing services con 
tamed in each dwelling needs to be measured m a standardized 
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The conventional method is to develop an hedonic index^ 
based on all the characteristics of \alue that a housing unit 
vers Price oer unit then refers to the price at v^hich a 
iitanda~d)zec unit of 1 ousing service is bought and sold 

It s Vi el' recognized '^14 24 28 32] that a large degree of 
vpriaton exists m the supply and d mand for houses across 
g ogiaphic submarkets oi neighborhoods witnin an urban area 
I’ic housing stock is normally dispersed among neignborhoods or 
s absraikets m such a manner that households of roughly similar 
1 ou e oifering s im'ar quan mes of services per unit Tne 
n ghDoi*’oocs irav either be independent political jurisdictions 
VI r her ov/n fiscal ins unients and packages of public goods 
a d serv ices (the fragmented local government model) or they 
may be part of a raetropo’jian wide system of control (the 
c'^ntializ'^d local gove’^nment model) m addition zoning and 
onier land use controls often serve to re enforce the marl et 
&'= gment it on As a resuU the price per amt of housing service 
< Ters acco’-ding to the -elative supplies and demands fo^ tu, 
anous vpe® of nouses—neighborhoods 

Equilibrium prices rd quantit es of housing services in the 
di'^eient submarke s r su s from the interactions of the self 
s^cKing behavior of the market participants hodseho'as demand 
n g r ousing owners of existing units producing services firms 
o " nag new construction services and loca' gove’-aments 
en ctng vanoui zoning ordnances ® Households choose hous ng 
alT^g wi ix other pr vati- and nubiic goods m order to maximize 
I fsc jon The quantdj of housing services desired by the 
uvu "hold d'^oends on i^s real mcoine tastes ^or housing i^ersus 

0 e*- goods ti>e p lus per un <■ of housing services and the pries 

01 „ G goods ai d services Househo’ds can falSi the r desired 
ou m iiv deimaded eitn“r with an existing unit which may be 
-"■2 aded or downg aded as uec^s'arj or with a new housing 
n it exo ssiy built to tl c desired level (and design) of housing 

V ^ The kast costly ilternative will be cho en ® 

T! c d m_nd curve for housing services b^ household i m 
sbbL iiood'j can be written 111 inverted form as 

=fiQt Y Di N,) (1) 

n 

V ■. L IS '’Odsjeholdi I demand price per uni of hous n'’ 
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service gtj in neighborhood j Yt is the household s real 
income Vi is a set of demographic factors such as age of head 
of household and family compo'ition which influence the house 
hold s tastes for housing P-® is the price per unit of related 
goods notably existing housing units m different neighborhoods 
and newly constructed units and Ni is a set of neighborhood 
characteristics including actes^ibility natural and physical 
amenities racial sec al and/or wealth composition crime rates 
and quality of public schools for example which influence tne 
willingness to pay for housing in j This demand curve is normally 

D 

negative!) sloped that is and Qif other things being equa' 

are inversely related Changes m Yi IH and N, on the other 
hand increase or decrease the demand price (shift the demand 
curve) ceteris panbus 

Owners of existing housing units can produce housing services 
with current inputs which are operating and maintenance 
vanables and capital inputs For existing dwellings the land 
input is generally considered to be fixed Thus owners of ex sling 
dwellings can increase (decrease) the quantity of housing services 
offered by altering ihe level and relative proportions of current 
and capita] inputs 

Given the price per unit of housing services established m me 
market and expectations concerning future prices and costs m tne 
market an owner of an existing unit will produce the quantitj of 
housing services which maximizes expected profit Simply speak 
mg expected profit is maximized when for the very last ncre 
ment of bousing service produced the expected market p’‘ice 
(extra revenue) just covers the expected extra cost This requires 
that capital and current inputs be used in optimal proportions 
where the extra output produced per last dollar spent on each 
input IS equal If in any market period however operating at 
the profit maximizing level of output means +hat the expected 
total revenue falls sho’^t of the exoected variable cost then he 
owner will let the housing unit run down Furthermore, if this 
situation continues in the long run then the owner wnl eitner 
convert the building to a more profitable use or sell it ana if 
neither of these alternatives proves feasible the pro’*^t maximizing 
owner will be forced to abandon the hous ng unit 

The quantity of housing supplied from an existing dwell ng 
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in the current market period depends upon the services provided 
by the unit during the previous period (or initial house design' 
and the short run price elasticity of supply by how much the 
housing services of the unit can and wi 1 be increased or decreased 
m response to a price incentive Dimm shing returns and ^he rate 
of economic depreciation however end to limi ihe adaptabihiy 
of the emsting housmg stock to price incentives in the short run 
Furthermo’*e both owner and tenant characteristics as well as 
owner s expectations concerning neighborhood viability also 
influence the shoit run suppV of housing services from the existing 
stock ^ 

The supply price for bousing services from the existing stock, 
by owner k in neighborhood ‘j annualized 

basis be written as 

pf°^=g[CKi+d^t) C2) 

where C® is the present value of the var able cost of producing 
housing services from the existing stocK SiO) i is the oppor 
tunity (interest) cost of capital d is *ht depreciation rate and t 
IS the eflFective property tax rate Yy is the set of owner tenant 
characteristics influencing the supply decision and is the 
owner s measures of neighborhood confidence Changes in any of 
the parameters ra (2) will shift suppiv and consequently influence 
the price and quantity of housing services offered m the different 
submarkets 

To simplify the analysis below it is assumed that neighbor 
hoods ( j) are identified by similai household ( ) and owner (Jfc) 
characteristics so that diffe’-en^es due to household and owner 
characteristics within neigl borhoods can be safelv ignored It is 
also useful to assume that the new construction mdustrv s 
perfectly competitive and exbibi s constan costs m the long run 
Moreover, the price per un of new bousing services » 

ac s as a ceiling on tne price per unit of service found m closely 
related submarkets m the u ban housing markeis 

Finally representative local governments impose prope'iy 
taxes prov de loca’ public goods and services and enforce various 
land use controls presumably in the interest of their res dent 
voters If there are a large number of local governmental units 
offering a wide range of choice over public service levels, and 
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capital and nouseLoids are mobile within the urban area then 
one expects the system of local property taxes to function as if 
user cha'ges existed 

T\'io resubs of this system of local puolic finance are impor 
tant for the urban housing market model (1) the supply of low- 
income housing will tend to be restricted and (2) local property 
tax subsidies for housing rehabilitaton targeted to selected 
ne ghborhoods ult maicly will be capitalized in property values in 
the preferennally treated areas 

Market equilibrium is said to exist when a set of prices and 
quantities s estab! shed such that neither produce s nor consumers 
want to alter their lespecme production and consumption plans 
To rea'^n an equilibrium allocation of households o\ er neighbor 
Hoods in the urban housing market two conditions must be 
simulianeously met households must maximize utility given 
market opportunities and owners of income producing properties 
must maximize profits Thus if there are two households bidding 
for the same house the owner will rent it to the highest b ddcr 
and if the house cannot be rented at a pnce sufficient to cover 
var able costs per unit of seri-ice then the owner wi I desire to 
dismvest n the unit 

Fig 9 I dep o+s a set of equ librium prices and quantities for 
a hypothetical urban housing irarket segmented into three 
submarkets, pioviding low medium {H ) and high {H^) 

quant ties of houcing services per unb D and Z)® deno e 
the espective demand curves *br these marKets housing services 
V ill be cut bad it price fabs below new construction 

services are forthcon ng at a corsiaat long nin supply price of 
pS'(Aj^ and housing codes mandate that new hous ng uuts 
produce the mininum of 'Q '‘■ousiiig service^ 

In submarket the pnce per unit of housing ser\ice is 
and the quantity of housing services consun ed per unit is P 
lies above the long run supply once of new construction services 
P^^^^ Residents may be v\i'ling to pay a premium for location 
in if neighborhood features maice location there moie attrac 
tive than elsewhere Also possible however m this sector of the 
housing market is that supply has been artificially rest 'Cted 
by urban renewal or by local zoning and housing codes Other 
wise, if the premium was not accounted for by nonreproduccable 
factors capitalized in property values capital would tend to flow 
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FiC 9 Quantity of hoasing services 

sectoi bnnsiug down prices Note that new housing 
_ option ror famines seeking housing in this submarket 
lusing codes require that units contain the minimum 
( Q ) of hous ng service 

e P® and quantity of housing services per unit 2® are 
subraar<e+ i?® while P® and result m submarket 
ter result suggests that submaticet is blessed with 
featur s olnerwise a close substitute new bousing, 
" at a once per um of service would tend to be 

i by the U h v maximizing household 
Now it lb possiole to examine ihe lelationships between 
tax mcemves and the quan ities of housing services 
d m ti-e urban housing n arket The analys's beg ns 
iscussion ot a gentrai tax incentives such as a un form 
n n the property tax rate for all housing in the housmg 
and proceeds to determine the effects on the volume of 
rehabilitation of more narrowly dehned programs Of 
-r mte-est are the differential effects of (1) a property 
iction for housing m general versus a property tax 
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reduction applicable only to improveinents to the housing stock 
and (2) a property tax reduction specific to a particular neighbor 
hood versus a property tax reduction applicable to all neighbor 
hoods m the housing market 

Assume for the moment that there 's a single unified housing 
market jc which all housing services can be s Joplied at a constant 
annual cost of where C is the cost per unit of 

service and i and d are respectively the interest rate 
property tax rate and depreciation rate Figure 9 2 shows the 
initial equilibrium m this market units of housing are p o 
duced and consumed at a price per unit of 



Fig 9 2 Quantity of housing seriices 

A property tax reduction for all housing means that every 
quantity of housing service costs Jess The supply curve shifts 
down by the amount of the tax savings which is determined by 
the percentage reouction in cost (as deti-rm ned by the program 
design) and the level of C ? o and t m the housing maiKet The 

new supply cu ve is S where ^ 0 ( 1 + 11 + 1 /)] and the 

resulting equilibrium quantity produced is 2s units In this case 
the percentage increase m housing services depends solely on the 
price elasticity of demand The more responsive is the quantity 
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demanded to price changes i e the more elastic is demand 
oti er things being equal tl en the larger will be the increase in 
services provided If demand was less elastic such as m 
Figure 9 2 then the quantitj produced will increase by only 
Sa —Qi un ts 

Figure 9 2 shows only the partial equilibrium effect of the tax 
reduction m the general housmg market Effects of this tax 
reduction will be felt in other product markets and factor markets 
as consumption plans and input combinations are altered as a 
result of tax reduction In genera] the smaller the partial elasti 
cities of substitution between the differentially tax inputs (nousing 
land and capital) and other inputs (labor) and the smal'er the 
elasticity of substitution between housing and other goods and 
services consumed the larger will be the percentage of the tax 
reduction passed on to consumers in the form of lower housing 
prices Furthermore if inputs supplied to the housing market 
are not perfectly mobile their prices will be affected as well 
Consequently tne smaller will be the effect of the tax reduction 
on the quantity of housing services produced 

Figure 9 3 shows the partial equilibrium effect of a p'operty 
aX ’■educt on on increased production from the ^’xistmg stock m 
a single representative neighborhood and are the initial 
demand and supply curves for housing services per unit in this 
neighborhood Initially the price per unit of services is P^ and 
the quantity of 1 ouMng services produced is Qi A fail m 
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pi operty tax rates shifts the supply curve from Si to with the 
resjit that price falls to P® and the quantity of housing ser\ices 
ncreases to Q 

Now the effects of the tax reduction depend on both the 
price elasticities of supply and demand Here a general property 
tax reduction for housing will result in a larger increase m 
Housing production and capital demanded the higher the supply 
pnee of housing the more elastic the demand for housing 
services and the more elastic the supply of housing services 
Moreover compared to the initial example one expects that the 
pr cs elasticity of demand m a single market would be higher 
than m the overall housmg market because the fail in price 
attracts some purchases away from new (unsubs'dized) housing 
and investments in other neighborhood housing stocks in addition 
to attracting the previously expected purchases from other goods 
and services 

A property tax reduction granted only fo“ improvement lo 
the Lousing s ock affects housing production in the same manner 
as a general propety tax reduction although the subsidy 
mechan sm is slightly different Here both owner occupants and 
investors are constrained by what they can do witl the sav ngs 
rcsul mg from the property tax rcduction--tl at is the property 
tax ngs resuU only after the completion o*- thi, hojs ng 
improvement activitv The savings are realized on futu e housing 
improvamerts not on the cost of supplying the exist ng supplv of 
housing services Of course some sjch as Curran® and otbeis 
V ouid argue that tu s oistinction is mmate-ial oecause own'*rs 
oecide to carry out housing improvements for non tax ea^ons 
any wav 

To sum up the o'^operty tax subsidy by reduc ng the price 
ot capital relative to current inputs leads to the substitution o 
cvpital for current inputs and to the expansion oi output Furthei 
mo e the more specific the coverage of the subsidy program 
other things being eaual the la ger will be the pr<ce elasticity of 
ti mand and the la ger will be the volume of housing services 
produced m the submarket affected But what about the magni 
tude of the price elasticity of supply ? Even if demand is perfectly 
elastic supply may be perfectly inelastic m some submarkets and 
as a result as shown in Figure 9 4 regardless of the magnitude of 
the property tax subsidy no upgrading of the housing of stock 
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will take place Tiie net price paid by the consumer falls by the 
amount of the tax reduction but no ncrease m output is forth- 
coming from the existing stock 

Previous work ** as ae 3 34 suggests that this 

rcbUt IS most likely to occur under conditions of unfavourable 
owner expectations suen as in downward transitional and blighted 
neighborhoods and m neighborhoods with long +erm elderly 
owner occupants who face higher input prices^® and have shorter 
t-me soans over which to recoup them investments than other 
owners The puce elasticity of supply will also be affected by 
tjpe of structu e and tenant characteristics 

Dougharty s work on the rental housing market® provides 
some msight into the sensitivity of capital inputs and the quantity 
of hous ng services to property tax reductions Some of his 
estimates for an effective property tax rate of 2 per cent and m 
interest rate of 8 per cent are shown in Table 9 1 


Table 9 1 Tax sensitivity of housing investirent 


Price Elastic ty of 
Demand for Housing 

Tax Elasticity of 
Capital Inputs 

Tax Elasticity of 

Total Housing Services 

— 7 

— 14 

— 07 

—1 0 

— 17 

— 10 

~1 5 

— 22 

— 13 

— CO 

— 58 

— 41 


Source Dougharty [8] 


It js evident that even under the most favorable demand 
conditions for upgrading a price elasticity of demand'^ — «o a 
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10 per cent property tax reduction leads to only a 5 8 per cent 
increase m the quantity of capital utilized and to only a 4 1 per 
cent increase in the overall quantity of housing services These 
percentages will be correspondingly higher the higher the effective 
property tax rate and the lower the interest rate (since the property 
tax becomes a smaller part of the cost of capital at higher interest 
rates) Thus i is clear that even substantial property tax relief 
is not likely to radically alter the size or condition of the existing 
housing stock except in the special cases of overassessed slums 
and political fragmentation [8 p 10] If property tax relief is to 
be used in an effective manner to improve the urban housing 
stock it should be targeted to selective submarkets with high 
effective tax rates and expected high price elasticities of 
demand and supply The next section reviews the United States 
experience with local property tax relief programs for urban 
housing rehabilitation 

IV The design features of sixteen of the active local property 
tax relief programs are summarized in Table 9 2 The basic terms 
of these programs are listed m the first three columns size 
(column 1) length (column 2) and type (column 3) 

Size refers to the amount of the improvement subject to the 
relief measure All cities provide 100 per cent coverage with the 
exception of Wilmington with 150 per cent coverage Three 
cities (Buffalo Hartford and Philadelphia) provide coverage 
with a sliding benefit which declines to zero over the period of 
tax relief granted The length of the period for tax relief generally 
ranges from one year to iwclve years, with the majority between 
one five years One city Boston provides relie*^ tor the econo mi c 
life of the capital improvement 

Three types of relief measures are provided exemptions {E) 
abatements (A) and rebates (J?) An exemption grants the value 
of the improvement immunity from local property taxation an 
abatement pro\ides for relief from pr or property tax obligations 
and thus is a form of tax credit and a reba e provides for a cash 
grant upon completion of approved work Thirteen cities offer 
just exemptions two cities (Buffalo and New York) offer abate 
ments together with exemptions and one city Boston offers a 
rebate together with an exemption 

The depth of the subsidy offered by these programs is com 
pared by calculating the percentage reduction m the cost of 
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apital provided by each program for a proto typical home 
improvement project The cost of capital before tax relief for 
his project IS shown in Appendix A and columns 5 7 of Table 
9 2 show the eflfective percentages of tax relief mplied bv the 
exemptions abatements} and rebates These range from a modest 
2 0 per cent in Seattle to a substantial 60 0 per cent in Buffalo 
Thirteen out of the sixteen programs offer less than a 10 per cent 
reduction in the effective coat of capital however 

The ehgibihty requirements for participation m the programs 
vary from city to city as shown in columns 8 10 of Table 9 2 
Most cities limit participation by specifying types of eligible 
siructares Boston provides for an income limit on eligible 
participants as well and three cities (Buffalo Newark end 
onke-u) impose lestrictions on tne locations of the units 

Several evaluative statistics are presented in Table 9 3 The 
participation rates (column 3) are general’y low wnh thirteen 
out of the sixteei falling below one per cent The authors of 
the Urban Institute study ® from which these data come attri 
bute this result to a host of factors including the newness of most 
of tne programs and the competition from other programs offenng 
more substantial subsides to the cost of capital 

The ever ge value of the investment m rehabilitation per 
year of program activity is shown in column 4 These figures are 
estimates of the maximum amount of investment stimulated by 
the tax subsidies since no data exist to control for the amount of 
investment that would have been earned out m the absence of 
he incentives These data together with the terms of the program 
and the effective property tax rate (column 5) are used to calcu 
late the ‘real cost of an average year a program activity 
(column 6) the present value of the stream of foregone property 
tax revenue (plus rebates in the case of Boston) These costs 
range from a low of 3 751 per j ear in Pittsburgh with a low 
participation rate a low ave^-age value of work done and a 
modest capital cost subsiay to a high of over 3 7 million dollars 
per year in New York Citv with a higher participation rate a 
h gher average value of wo’*k done and a more substantial capital 
cost subsidy 

A cost effectiveness index is calculated in column 7 of Table 
9 3 since benefits of these programs are not measureable The 
cost index shows the average value of rehabilitation expend tures*® 
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Table 9 2 Program 



Terms of Program 

Year 

Started 

Depth of Subsidy 

Sou-ce Total 


CD 

(2^ 

(<>) 

(4) 

C5) 

(0) 

(7) 


Size 

Length 

Type 


E 

Ao R 


Boston MA 

100% 

Life 

E and R 

1973 

245 

15 46 

39 9 

Buffalo NY 

Sliding 

8 

Band A 

1976 

10 3 

43 7« 

60 0 

Chicago IL 

100% 

4 

E 

1975 

3 54 


35 

Cranston RI 

100% 

5 

E 

1973 

6 


62 

Denver CO 

100% 

5 

E 

1977 

45 


45 

Hartford CT 

Slid ng 

lO 

B 

1974 

94 


94 

Hoboken NJ 

100% 

5 

E 

1976 

?''« 


77 

Honolulu HI 

^00% 

7 

E 

1967 

30 


i 0 

Newark NJ 

100% 

5 

E 

1977 

54 


54 

New York City 

100% 

12 

B and A 

k 1955 

113 

46 OJ' 

57 2 

NY 








Pluladelplia PA 

Sliding 

5 

E 

1974 



22 

Pittsburgh PA 

100% 

3 

E 

1974 

2S« 


25 

Providence RI 

100% 

5 

E 

1968 

93 


93 

Sea tie WA 

100% 

3 

E 

1975 

20 


2 0 

Wilmington DE 

150% 

5 

E 

1974 

8 S 


S S 

Yonkers NY 

Nego 

1 3 

E 

1976 

— 


— 


tiated 








Source [26 Table 2 and Table 7J with co rcctions 
Notes (a) £>=Exemption R=sRebate A— A^batesient 

(b) Based on average of 20 40 and sO per cent rebates 
weighted by number of participants in each category 
(c> Assiunes abatement of 8 1/3 per cent of cost o' rehab u 
tation for a period of 10 years 

(d) $ 15 000 limit on value of property subject to exempiion 
te) Assumes abatement of 8 1/3 per cent of rehabilita ion for e 
period of 10 8 years 
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design 


Ehgibilttv Requirements 

, 

(8) 

(9) 

(10) 

Stru tu es 

Persons 

Areas 

Owner-occ I 6 unit 5 10 cm 

Net taxable Income 

No limit 

ownei: occ lodging houses 

< §J6 000 


Multi family 3 un’ts 

No limit 

Designated only 

No limit 

No limit 

No limit 

Own occ single fami y 

No limit 

No limit 

nore than 5 yrs old 

3 units or less least jO years old 

No limit 

No limit 

hastly met restrictions 

No limit 

No limit 

More than 20 yrs old 

No limit 

No limit 

Own occ in conjunction with 

No limit 

Designated only 

other restrictions 

More than 20 yrs old 

No limit 

No limit 

Multi unit including 

No limit 

No limit 

conversions and condos 

Own occ 1 3 units Ass 

No limit 

No limit 

value < $ iO COO per unit 

No limit 

No limit 

No lunit 

1 3 family units 

No limit 

No limit 

Own occ single fsinily 

No limit 

No limit 

No limit 

No him 

No limit 

Multi family > 40 units 

No limit 

Blighted area 
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per dollar of real cost excluding administrative expense*! Column 
8 presents a complementary index to the cost index It snows the 
lainiinum percentage of the rehabilitation expenditures that has 
to be assumed as being stimulated by the program in ordt“ for 
the program to break even 

These data a e troublesome particularly in the case of Bos on 
which has the lowest cost ircex {$ 1 75) and cone ocnding’y 
requires the largest break even level percentage of sumulai'ed 
mvestment (57 1%) Moreover assuming that administraiit e 
expenses ran on the order of ''0 per cent of the value of rehabili 
tation expend tures then seven of he twebe programs with 
cost effectiveness data wih 1 ave total cost indices ( ncluding 
administrative expenses) less than S 5 and break even percentages 
of stimulated mvestment exceeding tw entv per cent Givi-n that 
available survey data [26 p 1 82] suggest that it is highly Iiko j 
that much of the rehabilitation activity would have taken place 
even without property tax incentives it is clear that the cost 
effectiveness of these programs is qaestionable 

In conclus on that evaluative stat sties presented m Table 9 3- 
cast considerable doubt on the effectiveness of these property tax 
subsidies in stimulating investment m the existing housing stock 
Clearly local property tax incentives for housmg rehabil tation 
alone cannot ensure that urban housing condit ons will imp ove 
dramatically But such local poMcy instruments if p operly 
designed and under atood could pi ove to be cost effective ools 
in a multi dim“ns onal approach towarda meeting the dual objec 
lives of efficiency and equity conserving as well as imp ovmg the 
exist ng housmg stock and providmg decent housmg for 
needy citizens 


FOOTNOTES 

* The author is Associate Professor of Economics and Public Policy at the 
University of Missouri St Louis Initial work on this project [16] v as 
earned out while the author was on professional leav- at the Urban 
Institute Financial support during this period was from a National 
Science Foundation Si, ence Faculty Professional Fellowship 
1 IT IS assumes that the property lax system works as it was designed 
to operate mcieasiog assessed valuation m a timely fa^ion to 
reflec banges In housing stocks 
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_ This effort is hampered by the paucity of data The data used in th 
study were collected by the Urban Institute [261 
I Only those local rates of property taxes which are not compensate 
for by public service benefits and which are in excess ot corre 
pording charges m other communities 
4 This IS demonstrated more formally in Levin [16] 

^ This assumes all other conditions for economic efficiency i e Paretc 
optimality are met 

6 This presentation follows closely the modelling ofdeLeeuwanc 
Struj K [4] 

For a complete desenp ion of the properties of such an indesc see 
S Rosen Hedonic Prices and implicit Markets Product Differen 
tia lion m Price Competition Journai of Political Economy 82 (Jan/ 
Feb ]9'’4> 35 55 

8 The fragmen ed local control model is assumed 

9 This requires qualification Opturum housing quantities may not 
exactly be met becau c of information and moving costs and the 
possibility that n w construct ion activity may be restr cted by zoning 
ord *>ances 

f For examples of the financia’ dilEcuIties that landlords face leading 
to abandonment m de lining markets see Peterson etal [24] and 
Stemlicb and Burchc’l f34j 

1 S e for example Goetae[10] Peterson [25] and Mayer [.18] 

2 See for example the results of Hamilton [13j 

3j O I> current owrer cl lomes in the preferentially treated areas will 
likely experience gams in property values But these gams may be 
instrumental in restoring neighborhood confidence 
i4 For a con pleic description of the equilibrium solution p ocess see 
deLeeuw ana Stuj k 4] 

5 For a general discuss on ot the general equilibrium effects of a tax 
change see Pe r Mieszkowski [19] 

6 Fo example b cause of their inability to utilize sweat equity 

'■ See tor example the discussion in Mu*h 22] and Peterson [25] 

8 These me ude for example interest rate subsidies federal tax 
sues di^ for housing rebabihiatio-i which include depreciation 
jubsidies for low income housing and historic preservation pro- 
visions 3n« ot ler grant programs 
1 T‘’is is calculated assuming an average year of program activity 
0 In Boston the adtrims rative expenses were estima '‘o at H percent 
fer th first tw,^ years of operation 
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DtTLEV IPSEN 


SEGREGATION, MOBILITY AND 
OPPORTUNITY ON THE HOUSING MAPKET 
An Empincai Study in MannEeim 


HOUSING MARKET AND H0USIN3 POLtCV 

The housing maikel has been closely connected to global and 
specific housing po’icies of the government since the end of the 
First World Vvar {Harmg 1974) Thu the question of the 
structure and function of the housing maiket is always at the 
sime tme the question of direction and dimension of housing 
policy ReceiHly the voices calling for a strengthening of the 
market m housing supply have becomi, numerous Officially 
supported d mand for bousing should be given up entirely in its 
piace the free market should take over housing suppiv and the 
government should intervene only in the case of real need 
(Eifcdenkopf and Miegel 1978) 

Supporters of oTicial housing poi cy demand a qualiUtve 
change m it The government would then have to worry less about 
the basic supply of mfrastnictare pohey Tne subsidisation of 
nousing and of high quality neighbourhoods wouid be essential to 
creation and stabilisation of a laoour market which can 
s^tisfj the growing demand for highly quahfiea workers This 
would be an important aspect of decisions bv entrepreneurs 
concernirg site and m\estraent and thus of the development 
opportunities of an aiea (Joachim Gustafson 19701 

Both tendencies encourage the growth of a high quahty 
housing supply so that to- question of secur ng housing for 
g oupa with average and below average income takes precedence 
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The press is (once again) reporting housing shortages in the 
metropolitan areas (see for example the Suddeutsche Zeitung 
October 3o, 1979) In the constellation which is only briefly 
indicated here the filtering theory of the housing market 
provides a model which posits a compatibility of luxury with mass 
housing ana also a compatibility between economic and social 
goals in government housing policy 

The filtering theory 

The statement until the present there has been no satisfactory 
economic theorv of the bousing market (Forster/Steinmuller 
1976 p 118) holds true for the filtering theory as well Even the 
definition of terms and the operational recommendations for the 
filtering process vary greatly from author to author While 
Ratcliff understands filtering to mean that, because of falling 
market prices a dwelling unit can be occupied by a lower income 
group which thus has improved its living conditions without 
having had to pay more to rent or buy (Ratcliff 1949 p 321) this 
idea IS not to be found m fisher or Winnick Filtering i defined, 
as a change over time in the position of a given dwelling unit 
withm the distribution of housing rents and prices m the 
community at whoie (FisheT/Winnick 1951 p 52) Tbis- 
definition implies that a nltermg down process is necessarily 
accompanied by a rise m prices for new housing units (Grigsbj 
1963 p 89f) and it thereby deprives the theory of its political 
explosiveness movements in pnce on the housing market are no 
longer connected with the problem of the level of the housing 
supply While i*' must be admitted that the filering theory of the 
housing market is far from being clearly formulated Jet alone 
able to show comincing empirical evidence it is stiF the most 
advanced attempt to clarify the behaviour of the housing market 
In essence the filtering theory hypothesises that unequal rates of 
change of p-ice and quality are typical of the developm'^^nt of the 
good housing Prices fo- housing (rents o- sellmg prices) fal 
more rapidly than the hous ng ages that is falls below changing 
quality stanoards or disintegrates physically Cousequentlv the 
price quality relationsh p changes to the extent that for lovi er 
income groups a better quality of housing becomes available for 
the same financial outlay Every round of uew tenants mov ng in 
sees the housing units taking a step down in quality and pr*ce 
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right down to he lowest level at which point it drops out of the 
market (Grigsby 1963 Ohls 1975) This process is explained by 
the observation that the wealthy classes do not demand new 
housing because the old housing is threatened by disintegration 
but because their demand follows d>najQncaIly the standard of 
living So it IS that With the change of housing on the part of the 
wealthy classes good quality housing comes onto the market on 
top o/that housing already on the market, pushing tne price 
down to that of the next lowest level by oversapply Onlv then 
will th s bousing be demanded putting into operation the 
filtering down process, as it descends from one level of quality to 
the next 

Insofar as this theory corresponds to reality it has important 
polrtical consequences for the housing market as alreaoy 
indicated The private housing market alwavs supplies by new 
production the demand for housing only of the financially 
strongest consumer groups because it is only here that the 
rela+ion of costs to rece pts promises attractive profits T*’e 
filtering down process, however imp oves the supply of housing 
with the passage of time for all consumer groups and along with 
It the average level of housing quality The theory can justify the 
Withdrawal of the government from the -’rea of housing supply 
Accordingly the same is true also for public housing 
construction it can concentrate on ‘ clevateo consumer groups 
and thereby harness housing policy to city development plans 
which are economically o"iented At the same time accord ng to 
the filtenng theory a sustained average improvement' in the 
housing supply wul follow 

Critici'iip of the filtering theory 

The filtering theory has not remained unent cised The baeis for 
the criticism has been an demand for internal plausibil y 
especially doubts the reality of some assumptions whic i the 
theory presures as piecondmons Tne price depressing effect 
therefore can only operate when there is an over supply in the 
market for a respective quality level If the market is not 
balanced in general or on a particular quajiv level the pnees 
wi 1 not fall (Westpha' 1978) If because of a balanced mark-t 
situation prices fa’i the pnce-quahty relat onship will change 
only if the owner of the housing unit undertakes appropriate 
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n aiutenance and modernisatson m spite of falling income 
Hov\ever such measures would not correspond to ecoiom c 
behaviour m connection with wmch we would rather expect 
disinvestment as a means of securing profits (Lowry 1969) 
Finally the filtering theory implies a unified market high mobihty 
on the part of many consumers and no barriers to mobil'ty 
Inquiries into the social structure of the city however indicate 
that probably the opposite is true Thus only the extent rather 
than the existence of social segregation is controversial (Herlyn 
197“i) The existence of segregation he unequal distribution of 
social groups m a defined urban unit of area makes it probable 
that barriers to mobility exist if one does not assume that the 
corcentration of social groups in particular quarters in entreiy 
voluntary Voluntary segregation m its contemporary form is ail 
the more unlikely as research has been able to demonstrate 
very uneven quality m the outfitting of apartments in the social 
irt astructure (and the standard of living conditions which go 
along with it— Billerbcck 19’^5) So we can assume that social 
sogitgation and the direction of the process of mobility (m 
ortentation and intensity) set up market conditions oppos d to 
the filtering p ocess or at least to its realisation From this i 
follows that the housng market falls along segiegation 

boundaries m^o market segments which only funciion as 
substi utes for each other m a confined sense or not at all If the 
above sketch truly corresponds to real tj then the filtering 
theory— if indeed empirically /alid at all — can only explain the 
movements of prices standard* of living quality and households 
inside the oounaaries of the separate market segments if one 
further assumes that tne st'uoture of the marked segments is 
correlated to the structure of the housing supply a part cular 
market segment havirg a good supply anUiinotiera poor 
supply then the significance of the filtering theory in terms of 
housing and social policy is considerably reduced The filtcrirg 
down process then takes place only vnthin narrow boundaries so 
tl u the transj<-ion fiom a problematic to a normctl and from a 
normal to a good housing supply will not be brought aoout 


PURPOSE OF TRE STtfDY 

it is the purpose of the following study to show using empirical 
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evidence tl at the housing market is in fact divided into market 
segments which offer varying and characteristic opportunities o i 
the housing market The following will explain the data on whicn 
this study Is based (section III) Several theoietical consi 
derations on the sociological boundaries of these market 
segments will then be developed It w 11 oe shown ♦bat 
theoretically the mai-ket segments are determined on the ore 
naud by the intensity of mobility and on the other hand by the 
concentration of certain social classes in particular Iwmg areas 
(segregation— section IV) A p esentation of the results o*' our 
empincal research on the various market opportunities of 
different social classes on the mdiv dual market segments w 11 
fo low (section V) Seciion VI will provide some emnirical 
indicators of the barriers to mobility which form the basis o' the 
creation of such segregated market segments Some indications 
of the consequences of our findmgs for housing policy close the 
paper (section VII) 


EMPIRIC 4L MATERIAL 

Our analysis is based on a senes of data souices m Mannheim 
Part of the data was collected for other purposes and reanalyscd 
by us part was collected specifically for our research In 
particular the following data sources were used m the study 

Building and housing unit census 1968 

Only units financed on the free market were considered here 
Because no errors due to random sampling could occur in this 
source of data it is especially appropriate for determining the 
structure of the housing supply and of prices, Several secondary 
analyses were carried out here 

Random sample of housing amts 1973 

A total of 691 households in buddings financed on the free 
market were investigated Because it could not be broken down 
by statist cal areas tbis data source could only be used for a few 
questions See the description by Bachmann Ipsen, and Solowjaw 
(1973) 
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Sandom sample of housmg ousts 1975 

A total of 837 units in buildings financed on the free market were 
investigated The data could be broken down by statistical area 
However because of the relatively small extent of the data the 
exactitude of the results must be viewed with caut on See 
Bachmann Ipsen and Solowjew (1975) 

Random sample of bousing units 1977 

We investigated 1 464 households m buildings financed on the free 
market The da a source was made available to us by the city of 
Mannhuim and the Center for Polls Methods and Analysis 

Survey of tenants 1979 

A total of 2 072 households were investigated — grouped clustered 
into 379 apartment houses see Ipsen et al (1979b) 

Limiting the field of observat on to one city brings both 
advantages and disadvantages An advantage is the possibility of 
relatvelj intensive and longterm observation (1968 1979) ana 
the combination of several repiesentative stuoies On tne other 
hand the resu'ts can be sa d to hold strictly true only fo" 
Mannneim A replication of the research m Kassel now in 
process will probably demonstrate that tne form and nature of 
market behaviour are not related to any specific location but 
rather to the character of the location (situation in an 
agglomeration vs periphery growth vs shrinkage of the area of 
settlement occupational structure and type of demand) In this 
senscj one can assume that results similar to those reported here 
will show up in all industrial cities in densely settled a’-eas but 
that variations will be found in metropolises and in la'-ge cities m 
isolated situations or m cities where the tertiary sector of the 
economic structure is dominant 

THEORETICAL DETERMINATION OF HOUSING MARKET SEGMENTS 

The argument up to now has come to the conclusion that two 
social processes — segregation and mobility— decisively influence 
the process of economic distribution This was the result of the 
criticism presented above of some implications of the filtering 
theory (unified nature of the market and free mobility of the 
households) Furthermore certain characteristics of the variation 
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n rents point to the possible effects of these factors namely the 
relation between the quality of the outfitting of flats and their 
rents is not a linear one (see Table 10 1) 


TaBIE 10 1 The relationship between quality of the outfitting 
and rents in Mannheim (German marks/square 
meter — in parentheses the number of cases) 

Housing Construction All construction 

quality y ar years 

P^OT 4 85(147) 2 77(6361) 

Simple 2 30 (312) 2 10 (12373) 

Middle 3 78 (1654) 2 53 (25®3) 

Good 4 29 (6181) 3 79 (15-42) 


1 Poor without toilet facilities 

Simple with toilet facilities but without central heat rg and without a 
bath 

M dd c V ith tcilet facilities and will ei her bath cr cent al heating 
Good with toilet facilities bath and centra heat ng 

Source Censu. of Buildings and Flats MannL im 1968 author a 
calculations only residential construction Onanced on the open 
nia ket 

The average rents for flats of all ages indicate that poor 
quality flats bring the second higuest rents We can assume that a 
division of the market sets in leading to a particular price 
structure in the segment of the market having housing of poor 
quality Such an isolation of one market segment cannot itself 
depend on economic factors since every customer left to h s free 
choice would prefer a better outfitted, more economical flat 
Thus we are justified in suspecting a segregation effect here 

Similar observations have been documented for a consider 
able t me m connection with ghetto research m the United 
States Ola and rundown housing inhabited mainly by black 
Americans with inadequate plumbing facilities and an unsatis 
factory living environment often goes for higher rents than 
housing of better quality primarjly inhabited by whites (Walzer 
and Singer 1974) The poor pay more etc This situation can 
be explained by a confined access to the market for certain 
(black) segments of the population Economic social and cultural 
differences lead to shar|ily defined borders between individual 
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ethnic groups so that the flow of mfor nation goods and 
migration is not free (Haugen and H^ms 19o9) Thus because of 
barriers liVe these an escesi of demand arises and prices in 
certain segments of lie market rise hor the Feaeral Republic it 
IS quest onab e whethe- ethnic d scnmination such as aga nst 
foreign worKers offers an adequate explanation for the 
segregation effect As Table iO I si ows the U shape of the relation, 
between the quality and tne price of flats in bui'dings of recent 
csonstruction is paiticularly marked But this is just the place 
where foreign families would be rather weakly represented 

It IS cn^y a small step from observ ng the separation of 
individual markets to the idea that the nousing market consists of 
different market segments, identificable by analysis Thus N 
Walzer and D Singer (1974) distinguish among three sections of 
the market The fiist section the slum is an area in which 
undesirable minority gioups have traditionally resided The 
second market segment the transitional market The th rd 
market segment is characterized by housing of above average 
quality and a high level of community services (Walzer and 
Singer 1974 p 226f ) Even if this distinction is unsatisfactory 
because it lo only slightiv systematic (the dimensions of ^esidcn 
status mobility and living qualitv are applied witiout any 
intermediate factors determining the sections) nevertheless the 
essential thing is that the division of the market into marlf-t 
segments is made explicitly Market segments — no m'ltter hov? 
they are concretely determined — arc relativelj closed strnctures 
of supply and demand Substitu abili+y of demand and/or supply 
between the individual market segments is relatively slight 
Market segments are on!\ relatively closed since we cannot 
assume that no interaction at all takes place between tne separate 
market segments 

Social segregation is a necessary and sufficient condition for 
the establishment of market segments This is however not to 
sav that segregation necessarily leads to high rents for low<.,r 
income groups Thus Zeider for example shows for the United 
States that a reduction m the number of poor households dunrg 
the sixties led lo a relative reduction in rents (allowing for 
inflation) during this penod since the demand for living quartcia 
in these areas was reduced (Zeider 1972) In view of high rents m 
the market segment in which chiefly poor elements of the 
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popuJalioo live segregation is simply a necessary Imt not a 
sufficient condition This constellation of the determinirg factors 
means that a rise m Wages for the lower income groups can lead 
to rent relief even for those groups not benefiting from a rise m 
income On the other hand a decrease m segregation can lead to 
rent relief and thus has a redistributive effect even when the 
distnbution of income remains unchanged Accordingly we jSnd a 
negative correlation between the index of segregation and 
expenditures for rent (Walzer and Singer 1974} In reverse 
manner a worsening of the income si+uation of lower income 
households leads to an additional burden on ^he famil> budget 
through rising rents when segregation remains the same or 
alternatively the negative effect of a loss of income is remforcea 
when segregation is simiiltaneousij intensified (which s likely) 

Mobility and rent level 

Before we undertake an approach to determination of the market 
segments we should report on a second observation re]at“d to 
the economic effects of spatial mobility A tudy carried out m 
19’75 of a big citj ’■en al market showed that the length of 
residence had a distinct influence on the rent level (ip&en 1976) 
The diffc’-ence between a brief s^ay (up to two ycarsj and a long 
stay (sixteen jears and longer) amounted to between 30 per cent 
and 140 pc- cent depending on the quality category in which the 
apartmen* was located (see Table 10 2) In my opinion these 
results can be explained by the nature of transactions on the 
rental market The determination of prices by supply and demand 
IS distinct from the use value of the good being exchanged Or 
expressed m a diffe-ent way insofar as market conditions 
determine the price, this pnee creating effect is independent of 
the use value of the good On the other hand we can assume that 
the motivation of the customer in the purchase and in many 
cases a^so that of the seller is the use value of the good Thus 
the more anonymous the transaction is the more the pr ce will be 
letermined by the market value because then the motivation of 
ustomer and seller will not be determining the price According 
o this interpretation the different mobility or length of residence 
onditions the truly price determining factor wnicb is the 
nonymity of the personal side of the transaction A landlord will 
not be able to raise the rent of a longtime tenant or will not do 
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so to the extent that ma’^ket conditions would allow, because the 
use value of the flat cannot be considered m isolation from the 
personal aspect of the transaction The use value of the flat will 
however smk absolutely or relatively over the course of time 
With short residences however, anonymous conditions can 
prevail allowing market forces to become decisive This mter 
pretation becomes more plausible because the efiFect of the length 
of residence on the rent in poorly outfitted fiats with a slight use 
value 15 particularly high 


Table 10 2 Price per square meter for various qualities 
according to length of residence 


Quality 

up to 2 
year* 

Length of residence 
up to 6 up to 15 

years years 

16 years 
and over 

Good 

4 85 DM 

4 64 DM 

411 DM 

3 40 DM 

Middle 

3 84 DM 

3 33 DM 

3 30 DM 

2 83 DM 

Simple 

3 66 DM 

3 43 DM 

2 41 DM 

2 45 DM 

Poor 

6 48 DM 

4 74 DM 

2 50 DM 

199 DM 


Source A study of the housing market la 1975 documented la Bachmann 
Ipsen and Solojew 1975 


The sociological identification of the market segments by 
Segregation and mobility 

We now have two arguments with a certain empirical plamibility 
at our disposal for theoretically identifying the market segments 
According to the first it is likely that segregation defined as the 
spatial concentration of certain social groups leads to special 
interactions between supply and demand The dominance of a 
particular social class in a neighborhood will thus have a price 
determining effect if and as long as barriers to mobility stabilise or 
reinforce this social spatial structure So in this case segregation 
effects the price of housing through a quantitative determination 
of the transaction According to the second argument the 
intensity of mobility affects the level of rents through a qualitative 
determination of the transaction In housing areas where mobility 
prevails anonymous transactions are rule but in areas of where 
the popnlation is immobile personal ones dominate If we 
combine the two arguments we arrive at a quantitatively and 
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qualitatively defined structure of market segments determined 
b> social factors Such a picture assumes a dichotomising of 
nobility variables and a trichotomismg of the soc al structure 
A combination of the two variables of social class and mobility 
yields SIX possible market segments according to the selected 
seneme of class ficatioii (see Schema 1) 


Schema 1 Sociological identification of market segments 



Mobility (frequency of moving) 

in a given 


neighboiliood 



high 

low 

l^Dper class 

M 1 

M 2 

Middle class 

M 3 

M 4 

j-ov/er d ss 

M 5 

M 6 


An essential weakness of thia market typology is the 
aronrary categoris ng of the vanab’es wh co a larger or smaller 
number of market types ’•esptctively is produced At the moment 
1 see only one way to resolve ^his problem conducting empirical 
studies of the housing market m large cities so as to gather 
material which would make plausible a limitation on the possible 
market types This limitation would be workable and with time 
would become systematically justified The goal of our thoughts 
up to now has not been to posit a market typology per $e but 
rather to formulate hypotheses about charactenstic socio 
structurally conditioned opportunities on the housing market 
Opportunitv on the market has less to do wi h whether one 
obtains a flat on the housing market at all but rather with what 
quality housing is obtainable for waat price The opportunity a 
familv has on the housing market is thus defined by the prevailing 
relationship between quality and price Residents m a market 
ocgment have a given opportunity on the market when identical 
living situations are available on different market segments but 
at different pr'ces Smee we assume that certain classes dominate 
ndividuai market segments this thesis posits at the both market- 
segment specific opportunities and class specific opportunities in 
obtain ng housing Thus an opportunity on tne market formulated 
in this class specific way means not (.only) different availability 
of houbing on the basis of different incomes, but (m addition) 
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a relation between quality and price varying from class to class 
and disadvantaging the lower classes 

Market segments and market oppoitninties Four hypotheses 
In order to structure this tram of thought more clearly ^(and not 
claiming that all the theses were first formulated theoretically and 
only subsequently testedj as the textbooks prescribe' we posit 
four hypotheses 

(1) Market segments in which intensity of migration 
above average are marked bv relatively high rents for 
various quality levels 'this relationship is m turn the 
result of a high frequency of anonymous transactions 

(2) Market segments in which the lower ciasses dominate 
are marked by relatively high rents for the respective 
quality levels This relat onsbip is m turn the resuit of 
firmly effective barriers to mobility (segregation) among 
these groups In addition there is a tendencj to scarcity 
of simply furnished and older fiats owing to demolition 
clean up operations and onlv minimal new construct on 
m this category 

Neither of these hypotheses would dimmish the number o'" market 
types as shown in Figure 10 1 Instead they posit only particularly 
poor market opportunities for the mobile lower class and parti- 
cularly advantageous ones for the stable upper cl^s Tne third 
hypothesis supposes a relation between belonging to a part cular 
class and frequency of moving 

(3) The upper and lower classes tend more toward intra- 
tegional migration than do the middle classes 

Some argumen s for the plausxbJuy of this thesis may be 
advanced The upper classes are more highly mobile because 
their resources available for movmg are relatively generous For 
this reason they can realise a change in their housing preferences 
more frequently At the same time the upward mobility of tne 
upper classes is more marked than that of other classes and it 
hus creates horizontal mobility as a consequence of vertical 
mobility On the other band the lower classes are forced to 
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FiO i.0 1 Spatial identification of /f e market ^egtnenti 

chaagc tfieir living q Jarisrs more frequemly They are displaced 
as a consequence of city d velopment activities (clean up 
op-rations/ and because of their more limited resources They 
i are able to improve their Jiv ng situations only m small and never 

I ful y satisfactory steps and so they irequently undertake little 

I adjustmento upward and downward None of taese argu- 

mints bo ds true for the m ddle classes who thus are ne ther 
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imder strong pressure to move nor do they possess the means 
for a Toltmtary change of residence 

On the basis of theses (1) to (3) specific theses about the 
three market segments can now be formulated 

(4) We may expect to meet with a segment of the housing 
market where primarily the lower classes live which has 
a high oegree of mobility and where the cost of accomo 
datiODS IS relatively high (M5 in Figure 10 1) 

A second segment of the housing market is primarily 
inhabited by members of the upper classes Here also 
the degree of mobility and the average rents are high 
(Ml) 

We may expect to find a third market segment domina 
ted by the middle classes The degree of mobility \M!i 
be relatively low here as are the rents 

Both of tne following sections will seek to present empirical 
matenal for these theses First we will undertake an empirical 
identification of the market segments within a big city nousmg 
ma’^ket and we will study the effects of this market struciure on 
the market opuortunities of the respective resident pooulations 
The following sec ion will look for and in\est!gate barriers to 
mobility as the central condition for tne degiee of social segrega 
tion We have not carr ed out a “tudy of the conditions for 
greater and less mobility which would be cal' eo for bj these 
hypotheses Juvesugations by K'e bich currentiv in p’-ogress 
(lessen et al 1979) will be able to p-oMde up to date results n 
the near future 

rMPlRICAL STUDY OF SEGMINTS OF THE HOUSING MARKET 

Jn theor3r the segmentation of the market is determ ned b> tl e 
intensity of mobility and the concentration of certain social strata 
(segregation) Our hypotheses dealt with three segments of tne 
market 


a mobile lower class market (market segment A) 
an immobile m ddle class ma-ket (market segment Bl 
a mobile upper class market (market segment C) 
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Each of these three market segments is characterised by a certain 
level of quality and certain rents Furthermore m each ma^'ket 
segment the size quality and price are related m a specific fashion 
to each other that is one finds a relation between quality and 
price specific to a certain area which can be favourable (good 
quality for a ’■ea'onable price) or unfavourable Table iQ 2 sum 
manses these hypotheses which will be tested below The highly 
changeable market for the lower classes is marked by a lower 
quality level relatively high pnces and an unfa-vourable leiation 
between quality and pr ce According to this hypothesis the 
opportunities on the housing market wil' be relatively un%vour 
able for the lower classes in market segment A On the other 
hand the middle classes will have good opportunities m market 
segment B The opportunities for the upper classes in market 
segment C are ambivalent according to our theses while the 
supply of quality housing is naturally good the relation between 
quality and pnce will be rather unfavourable The fact that the 
prevailing unfat curable quality price relationship affects the 
dominant income groups there is an important aspect of all this 

Table 10 2 Hypotheses about the connection between market 
segments and market opportunities 


Degree of Chaiactensti s cf ’lesidei.ts 

Mobility Lower Ciass Midd e Gass Upper CLs 


Mobile May et Se’^ment 4 

Quality poor 
Price high 
Q P relation 
unfa^ou^^.ole 

Immobile 


Market Seg'tient C 
Quality poor 
Price high 
Q P relation 
unfavourable 

Market Segment B 
Qua ity middle 
Pr-».e low 
Q-P relation 
favourable 


In testing these *beses wui empirical data the theoret cal 
mterest remains in the foreground So wa are reconc 1 d to tns 
fact that perhaps we will not be able to divide up the entire city 
of Mannheim ex'^austively among the tnree market segments 
instead the residual areas wUl have to be om tted from tl e 
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stuay The invest gation proceeds on the aggregate level of 
statist cal d str cts to wh ch socio economic homogeneity cannot 
be attr bu ed A 1 variable empirical character sties and relation 
ships yet to be discussed are accordingly dominant traits onlv 
within a single market segment other cha-actenstics are present 
but are not taken into account While this lack of focus is a 
result of aggregations on a relatively high level it does not run 
counter to the heuristic goals of this study Market segments are 
theoretical abstractions and become politically significant when 
they are reinforced by the cmpincal dominance of certain 
traits 

Terntorial identification of the market segments 
The point of departure for identifying the territorial borders of 
the market segments is an investigation of the migration pattern 
An observation of the currents of migration between 1966 and 
1973 made three spatially distinct processes distinguishable 
Together with prior knowledge of the 'quality of the residential 
areas the territorial identification of the market segments — in 
the sense of an operational hypothesis~came about in this way 
Schematically the outline of the migratory process resembles a 
fishpond with an intake a dram and a calm central area Only 
the pari, of the ci y to which a lower class market can be attn 
buted had a positive balance in migration The dynamics of 
movement were very strong If we figure immigration as a 
percentage o^ the resident population m 1965 we arrive at the 
result that statistically, the entire population was replaced m Len 
years Sharply lower was the intensity of migration in the second 
section of the city which we have characterised as a stable 
middle class market The emigration balance was negative 
however it was clearly less in both absolute and relative terms 
as was the case in the third area which was designated as a 
mobile upper class market Table 10 3 provides the data of the 
migratory movement the map (Figure 10 1) shows the position of 
the three maike segments and of the remaining areas within the 
city limits 

Social stractnre of die market segments 

For explaining the social structure legal rather than social 
categories are most useful to us The 1970 census distinguished 


Market Population Changei In Out Balance Balance 

segment change in % migration % migration % in and out % within the 

of the city city 
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occupational categor es (worker employee self employed) and 
nationality Considering th.e vanatious in on the job status and 
nationality we suppose a clear relation to exist to a hierarchy of 
income categories and the lifestyle opportunities deriving from t 
Aspects of prestige and influence on the job and in public life 
point m the same direction The tentative nature of these 
hypotheses becomes clear when the untrained sales girl is classi 
fled as an employee while the skilled craftsman is a worker 
to say nothing of the heterogeneity in the group of ‘ self 
employed Table 10 4 shows the breakdown accoromg to occupa 
tional category and nationality for the respective market segments 
According to these cnteria market segment C is clearly distin 
guishable the proportion of self employed and employees is above 
average here Thus we can speak albeit with caution of a market 
segment for the upper class The situation is more difficult with 
market segments A and B where the hypothesis supposes a 
distinction between lower and middle class Only the larger 
proportion of foreigners can be interpreted as an indication in 
this direction Supporting these data a study we conducted m 
197o indicated that the proportion of unskilled labourers in 
market segment A was 7% higher than in market segment B 


Table 10 4 Market segments and social structure in 1970 
(according to censas) 


Market 

segment 

Absolu e 

residential 

population 

Self 

employed 

% 

Employees 

% 

Workers 

% 

Fo eign 
naticnals 
% 

Segment 

A 

84 973 

60 

38 7 

53 3 

14 2 

Segment 

B 

119 900 

56 

419 

30 3 

7-7 

Segment 

C 

66 364 

10 5 

62 0 

24 7 

5 1 

Over al! 
average 


66 

45 S 

45 6 

89 

Total 

332,163 






The same conclusions were indicated by a poll of tenants 
earned out m 1979 It indicated a difference in net family income 
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per wage earner in the market segments (in market segment A 
DM 1363 00 B=DM 1450 00 C==DM 1569 00) 

The present outlook for characterising the market segments 
by their social structure looks somethmg like the foUowing 
Market segment A is dominated by the lower working class 
The probability (which however has not been tested) is that 
the self employed are pnmanly small shopowners and aTtisans 
and that the employees to a great extent belong to the group 
without high qualifications Market segment B is likewise a 
workers quarter The proportion of employees is however 
greater and the level of qualification is probably higher on the 
whole Finally market segment C is dominated by the middle 
class at any rate To this extent we can speak of two rental 
markets for workers and one for tne middle class In workers 
areas a difference between a lower and an upper working class 
IS indicated Compared to the hypothesis as originally formula+ed 
a shift of the social level downwards can oe seen a result 
which 1 $ plausible m view of Mannheim s character as a ^working 
man s town 

The supply of housing 

In describing the housing market m the maiket segments we 
used the plumbirg m the flats and their size as indicators 
Table 10 5 shows tne development of the housing market m the 
three market segments between 1968 and 1979 Although the 
different sizes of the random samples for 1975 1977 and 1979 
must be taken into account m evaluating the figures and abhough 
a certain distortion in representativeness should be noted With 
the cluster sample of 1979 nevertheless, tne frequency of the 
ooservations makes possible a statement about consistencv and 
change n the structure of supply in the market segments Both 
consistency and change are clearly seen, when one considers the 
supply of good flats in the market segments between 1968 and 
1979 Clear differences emerge at all times between the market 
segmert of the lower and upper class on one hand and the 
middle class market on the otW that is we find a greater share 
of v/eli outfitted flats in market segment C The differences 
b“tween the market segments decrease slightly with time but 
rema n considerable The maiket segment of the working class m 
1979 had not even reached the level of the middle class market of 
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1968 A levelling out of the demand structure between the 
market segments is not found at the upper, but rather at the lower 
end of the housing market The share of badly or sparely 
equipped flats decreases rapidly m both workers housing markets 
by 1979 However the well equipped flats which could be 
counted as a normative standard, do not increase instead the 
flats of average quality do In concrete terms this means that 
the essential change in both of these hou ing marke s m ten years 
consisted only of the mstallation of toilets and baths 

Often it is objected that a description of the flat outfltting 
confining itself to the presence of a bath toilet and central 
heating is not diflerentiated enough and that both the actual 
quality of life and *hc rent demanded are essentially determined 
by many other features For our purposes we exammed eleven 
further features of the layout m the different market segments 
from kitchen eqnipment to carpets to the balcony and the yard 
Only in the provision of balcony and a yard were significant 
difierences found 51% of the households m market segment A 
had neither garden nor oalcony, m comparison to 34% m market 
segment B and 20% respectively in market segment C Except 
fo this single case one can assume a random distnbution of 
additional features of the fiats 

If we summarise the description of the housing market in 
Its three segments we see particular differences in qualuy 
betu een the market segments of the lower and upper working 
class on the one hemd and that of the middle class on the other 
(even if we wanted to neglect entirely the differences between the 
two markets for workers) 

Rents 

With our study of rents the analysis arrives at the dependent 
variable A claim has been made that segregation forcibly 
limiting mobility on the housing rua fce , particularly for the lower 
classes influences rents in a market segment specific way bv 
conditioning the interaction of supp’y and demand Second, it 
has been claimed that the degree of mobility working through 
the mode of interaction (anonymous vs personal) is important 
for tlie rent level In testing these theses the determining factors 
are not seen in isolation but rather appear in combination in 
determin ng the price We should still mdicate at the outset iht. 
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extent to which segregation and mob hty can be expected to 
influence rents Our concept leads us to see the rent as deter 
mined by a number of elements worlang m combination The 
basis of the rent is made up of the ground rent plus construction 
costs In addition to these come financing expenses which vary 
in tu^'n depending on how much financing comes from outside 
sources and on interest levels Ups and downs on the market 
come into play only after these cost factors have been taken into 
account they effect only a certain proportion of the rent m turn 
Only within this restricted sphere can segregation and mobility 
exert an influence on housing prices 

Table 10 6 shows rents in the market segments for the years 
from 1968 to 1979 The data show for each year m the study a 


Table 10 6 Average rent per square meter broken dovrs 
by market segment (in German marksl 


Market segtaent 

1968 

1975 

Year of the sample 
1977 

1979 

A 

DM2 39 

3 77 

3 81 

4 29 

B 

209 

3 48 

3 58 

4 11 

C 

2 76 

3 96 

419 

462 

Mannheim 

overall 

2 34 

3 72 

3 85 

434 


Source Census of Buildings and Flats Mannheim 1968 author s 
calculations 

higher rent level in the market segment of the lower working 
class (A) than m that of the upper working class (B) In all years 
the rents in the middle-class market (C) are the highest These 
figures say nothing about the structure of supply in the individual 
market segments While indeed the higher rents on the C market 
as we know can be caused by a higher average quality this was 
not the case with the difference between the A and B markets 
since the lower quality was found if at all, in the A market The 
development of the rents shows an increase of 85% in the period 
from 1968 to 1979 for the rental market as a whole The increases 
were the least in the middle class market (67%) and highest m 
the market for the upper workmg class The heterogeneous 
nature of the development in tents caused a convergence between 
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(he market segments at least m average rents Thus the difference 
between the B market and the A market amounted to 14% 
1969 while in 1979 it was only 4% Also the differential between 
the B market and the C-market decreased during this penod from 
32% to 12% We shall have more to say later about this develop 
meat 

First of all however the data presented m Table 10 6 are not 
related to the thesis that was to be tested since the quality of 
the apartmenfr was not taken into account Hence we are not 
dealing with quality price relations but rather only with price 
relations Since a complete picture of the housing market for 
the year 1968 is available it is poss ble lO carry out an nvestigation 
of housing quality with great precision for this time In T*bje 10 7 
the outfitting as well as the year of construction are taken as 
ind ces of the qaality of flats The table therefoie provides the 
rents for comparable flats m the respective market segments 


Table 10 7 Rents (in German marks) by market segment 
takmginto account outfitting and year of 
construction— for the year 1968 


Quality 

pre-1918 

1918 1948 

i949 1960 

1961 196S 

A 

177 

1 89 

2 86 

3 58 

Poor B 

165 

I 75 

2 20 

4 08 

C 

176 

220 

3 73 

3 48 

A 

170 

173 

2 11 

■’57 

Simple B 

1 65 

171 

2 06 

202 

C 

1 71 

185 

2 23 

408 

A 

203 

1 82 

2 47 

367 

Middle B 

1 88 

1 86 

2 36 

2 92 

c 

2 07 

2 02 

250 

3 33 

A 

252 

2 65 

3 37 

422 

Good B 

2 42 

231 

2 36 

3 38 

C 

2 68 

2 54 

2 50 

390 


Source Census of Buildings aud Flats 196S author s calculations 


In fifteen out of sixteen cases the quality-price relation is 
norse on the market for the lower working class than for the 
upper (B) m six out of sixteen cases the quality prme relation 
m this market segment is less fiavorable than on the middle-class 
market It becomes clear precisely in this situation that particular 
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qua] ties in the 1 v og environment cannot account for these diffc 
rences in rents The residential areas in market segment A consist 
to a great extent of closely spaced multistory construction with 
only sparse open areas The nuisances of street and industrial 
noise, odours and air pollution are greater than average We can 
also vanfy statistically that flats in a esidential area with dense 
construction and the nuisance of streets and industrial noise have a 
higher price per square meter than flats m quiet residential areas 
with green space 

Likewise in fifteen out of sixteen cases the relation between 
quality and price is worse on the middle-class market than on 
the market for the upper the working cla^s Even if we a’’e rather 
inclined at first sight to attribute the higher price level to the 
quality of the environment this is st 11 not plausible in the case 
of the market for the upper workmg class fo it is exactly here 
(even if it is not universally so) that we find a high quality living 
environment Often there is a low profile construction with 
garden apartment developments in other cases the’-e are 
authentic downtown advantages So we can assume that these 
results do not reflect any difierences in residennal quality, but 
rather unequal market opportunities conditioned by soc ai 
difierences and conveyed through economic factors 

A further objection against such an mterpi etation could oe 
made namely that the relatively high pnee per square me^er witn 
no better quality on the lower workmg class marke<^ could be 
caused by the smaller average size of the flats there Smaller 
fiats are more expensive than larger ones because the investment 
costs per square meter of living space are relatively greater But 
we should consider that such an argument would be valid only 
after toilet facilities had been installed Such was certainly not tne 
case m the quality categories poor and simple and Was only 
partially true for apartments of middling quality (m tne cases 
where the landlord had nstalled any bath at all) 

Tiie data recorded here confirm the existence of a segmented 
ren+al market even when we include the data from the random 
sample of housing in 1979 (=1179) Plate of average quality were 
6 % more expensive on the mobile rental market for workers 
well outfitted flats brought 9 % more m this market segment 
Thus segregation and mobility influence movements on the 
market m a class specific way Depending on the penod in time 
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and the type of flat th s influence amounts to over ^0% (for 
■well outfitted postwar flats in 1968) or perhaps oiilv 6% 
Even if It IS clea” that the market for the uppe^* class as well as 
the lower working c’ass is relatively poor th s mariset i^iicr mina 
tion doubtle's hits the lOwer class harder — not oniy from the 
monetary pomt or view* but also considering ihe environmental 
factors prevailing m market segment A industr ai arc traffic 
noise troublesome odour's and the lack of green space are found 
here together w th relativeK high rents 

BARRIERS TO MQBILITY—ON THE TRAIL OF 
EMPIRICAL INODICATORS 

Segregated market segments arise through barriers mobility 
which direct and confine mobility on the housing market Market 
segments can thus change (that is be converted totally or 
partially into other market segments) when old barriers to 
mobility are simultaneously overcome or new ones are erected. 
Segregation is not a statistical artifact but is at every pomt the 
result of a sys em of distribution (of fiats and housing seekers) 
whose dynamics produce our social organisation of space The 
distribution is conditioned by the economics of land utilisation 
and of infrastructure development on the part of the supphers 
and the class structure on the part of the tenants In th s sense 
barriers are not the cause but rathe’- only mechanisms of the 
distnbution system 

Preferences in mobility have the same character as barriers 
to mobility but sociopohticaily are less significant Segre> 
gation IS seen to be a one sided constraint Some people can t 
go where they want whue others don t go where th*y could 
These are decisively diflerent situations especia^y in the context 
of market opportunities that interest us here 

In this section the search for empirical indicators of the 
existence of mobility barriers is presented The search for such 
mdicators serves the purpose of reinforcing with ntermediate 
mechanisms our claim that mobiUty segregation market segment 
structures and opportunities on the housing market are inter- 
related In this way the functional operation of he housing 
market ought to become clearer 

We diGtingmsh three conditions acting as constraints on the 
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housing market informal brokerage on the rental market a 
resigned decis on not to change flats and th** anticipation of 
barners m the search for a flat Here we always keep the focus 
on differences among the three market segments In general one 
can assume that the market segment for the lower working class 
IS hardly able to seal itself off from the outside (that is it is open 
for people moving m) On the other hand it is quite tightly 
sealed from the msiae (outmigration is difficult) For ^is market 
segment the barriers thrown up by other market segments are 
hindrances out it has also thrown up hindrances of its own The 
situation m the market segments of the upper working class and 
the middle class looks different here strong barriers will shield 
against migration ' from below 

Informal brokerage is an indicator o*" a barrier to mobility 
insofar as it guarantees a preservation of the status quo This is 
particularly true when locatong a flat is earned on by friends 
and relatives, since one can assume a high degree of class 
homogeneity here 


Table 10 8 Locating flats throngh friends and relatives by 
market segments (in % , N— 2072) 



Market Segment 


A 

B 

C 

407 

510 

36 7 


Source Tenant survey 19''9 


In the market segment of the upper Working class (B) loca- 
ting a flat tnrough friends and relatnes was particularly common 
The barrier in this case consisted of a sharply marked form of 
social self recruiting If we take other forms of informal flat 
locating into account— such as through the previous tenant or 
through othe tenants m the same building — then new leases m 
63 5% of all fiats in the B market were concluded in this way The 
chances of having a fair choice are thus unevenly distributed 
Seen in a passive sense a decision not to change one s 
lodgings can indicate a barrier We regard a failure to change 
flats as indicating a barrier only m cases where the desire to move 
«xisted but no action took plac- b-eause th* tenant assumed 
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that his purpose in moving— improving his living conditions-- 
could not be attained Such cases of a resigned failure to move are 
considered as signs of barriem In order to gather information on 
this the question was asked why a per&on did not intend to 
cnange his flat Taole 10 9 presents the answers 


Table 10 9 Market segments and reasons for not morlng 
in per cent (in parentheses— number of 
responses) 


Market 

select 

Fiat 

OK 

Moving 

expensive/ 

difficult 

Search 
for a flat 
too hard 

New fiat 
no better 

Avg % 

(total 

responses) 

A 

61 8 

12 7 

36 

21 S 

293 


(34) 

(7) 

<2) 

(12) 

(55) 

B 

75 8 

1 6 

12 9 

97 

33 0 


(47) 

(1) 

(8) 

(6) 

(62) 

C 

83 1 

70 

2S 

70 

37 » 


(59) 

(5) 

(2) 

(5) 

(71) 

To al* 

74 6 

69 

64 

12 2 

100 0 


(140) 

(13) 

(J2) 

(23) 

(188) 


Source Tenant survey 1979 


Obviously a large segment of the people polled responded 
that they were not moving because they were pleased with their 
fiats In a diJferent connection ws tried to show that this 
response could not be taken literally until we had checked out 
whdt chance the respondent had of actually changing his 
residence In ae above case 34 9% of those not wanting to 
move because the r flats wee allegedly well equipped had no 
cemrai heati ig ana som“ didn t even have bathing facilities • 
This g at least some idea of the degree of resigned making do 
ir ibis resoonse 

We take as indirect ndica ors of resignation the response 
that thu move would be too expensive or difficult Direct indi- 
cators were responses that the search for a fiat would be too 
difficult or that one couldn t find a better one n any case If we 
combine the direc^' and inoirect indicators of a resigned decision 
not to change flats we arrive at 38% of the responses m market 
se gm ent \ and $% in market segment C In these percentage 
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rational sations with the response flat OK were not included 
Even if the small number of cases studied do not make a deflni 
live conclusion possible resignation seems nevertheless to 
be an importanu indicator of barriers to mobility Itistheoreti 
cally plausible that people anticipate bamers and so thei confine 
theiT search for a flat to certain sections of the city ■P'bere +hey 
are most likely to meet with success 

This in turn has consequences for tne geographical direction 
of actnal migration processes At tae beginning of this section 
the claim was made that market segment of the lower working 
class IS sealed from within (i e , it is hard to get out) while the 
other two market segments a-e sealed f om without If this 
IS the ca e then it must be apparent in the direction of ifhe intra 
city migration According to this hypothesis mig-ation'^ 
originating in the market segment of the lower working c^ass (A) 
would be confined to a greater extent to tais market segment In 
307 households we asked for the address of the flat precedmg the 
current one so that we could discover the direction of migration 
in a change of flat Table 10 shows the results 


Table 10 lO Situation of previoas and current flat in (N in 
parentheses) 


Current fiat 
m market 
egment 

Previous fiat in market segment 

Besidual 

A 

B 

C 

A 

72 9 (51) 

11 4 (8) 

12 8 (9) 

2S''2) 

B 

17 9 (15) 

71 5 (60) 

5 8 5) 

4 8(4) 

C 

33 3 (26) 

21 9 (17) 

42 3 (33) 

2 6(2) 

Smirce 

Tenant survey 1979 




These data show for all market segments a concentration 
of migration in the inner area of each segment Accord ngly 
the correlation between the current and earlier residence is 
relatively high (Cramer s V=0 551 Furthermore it is evident 
that the degree of confinement — m the sense of circular migration 
within a single market segment — m the market for the lower and 
middle working class is practically the same while m the middle 
class market it is conspicuously smaller Our hypothesis would 
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■however have ied us to expect differences between market 
segments A and B So although barriers in form of circular 
migration are clearly present some questions remain unanswered 
■even here 

This section has provided three examples of indicators of 
the existence of barriers to mobility Barriers to mobility are 
essent al mechanisms by which the economic unit of tne market 
segment constitutes itself in terms of social space Even if the 
pilot study presented here makes the existence of barriers to 
mobility appear likely it is nevertheless clear that extensive 
theo^'etical and empirical woik in tnis area remains to be done 

SOV’E SUGGESTIONS ON THE CONSEQUENCES FOR HOUSING POLICY 

Tne findings of a ^ociologicai analysis of the housmg market 
presented here snould be regarded as tentative both m their 
g;eographical representativeness and in the refinement oftneir 
theoretical and empirical argumentation iSevertheless their 
potential significance for housmg policy seems to be consideiable 
As was stated at the outset the government has increasingly 
withdrawn from mass construction of housmg projects and 
support for private home construction has been increased The 
just fication for such a policy has been drawn from the filtering 
theory ’ which claims that a housmg policy for the middle classes 
IS also at each level beneficial to the lower income groups and 
that the investment of pnvate capital^timulated by government 
subsides — increases the efficiency of government programs One 
of the essential requirements for the functioning in the filtering 
effect ’S free movement of those seeking housmg and the nonexi 
stence or minima! significance of social ssgregaaon Our 
investigations have p-ovided indications that mobility and segre 
gation have contributed to the growth of market segments which 
cannot be substituted for one another or which can only be 
Substituted to a limited degree Thus it is likely that filtering 
effects insofar as taey can b» empirically documented at all 
break off at the socio political relevant boundaries of the market 
aegments The inadequate housmg of the lower 50% of incorae- 
earners is not essentially improved by benefiting the upper 50% 
On the contrary structural disadvantaging of the lower classes 
is increased when the supply of apartments is reduced by 
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coDstmction projects (bnildiog transportation systems expanding 
the c ty centre urban renewal) or when the demand is increased 
by programs in labour policy such as importing foreign workers 
Thus if we want to supply the lower classes with housing then 
programs are necessary which concentrate directly on those 
groups 

Furthermore the small size of the market segments prevents 
our expecting much success from drastic measures in housing 
policy In this context we should reflect on how the adramistra 
tion of housing policy can be shifted to a greater extent to the 
communal level and then further to the level of individual neigh- 
bourhoods if we take as the chief purpose of housing policy 
meeting the needs of the lower and middle classes 


SECTION FOUR 
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ECONOMIC ACTIVITIES 
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ANALYSIS OF THE MOBILITY OF ECONOMIC 
ACTIVITIES IN URBAN AREAS 


Since 1950 there has been a marked change m the Iccahsation of 
many economic activities Although the process is especially 
typical of industrial enterpr se tertiary activities such as the retail 
trade or serv ces to industry have also b^er affected ano even 
activities which we call heavy tertiary (wholesale trade 
garages forwarders etc ) which due to fneir surface area and 
transport ’■equirements are in many ways similar *o manufacturing 
industry 

In sp te of the numerous articles w'liten about this problem 
exhaustive analyses are relatively rare and often limited to the 
most striking aspects such as the creation of big indu»triai estates 
or activities the opening of new shopping centr-s or the develop- 
ment of large office areas On the other hand nothing or haidiy 
anything is known about changes m localisation m the heart of 
an urban centre or in a suburban distncx and often iittle is known 
about the changes of occupations in the pre existent urban 
network 

The aim of this aiticle is to show the interest of studies 
about the mobility of business organisations and to present some 
tv pes of T'-search that coaid be done in this field of investigation 

THE CONCEPT OF MOBILITY 

B\ mobility we mean any cuange in the ciril status of the 
b Icinesses with results m a change in tks localisation of the^^e 
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businesses Any extension on the spot as well as any internal 
changes in the business (c g modification of the activity growth 
or decline legal or financial change) are not taken into 
consideration 

Four kinds of situations are therefore valid 

— creations or openings 

— cessations or closures 

— extensions on a site different from the original one, 

— transfers 

However, as the table clearly shows, the same situation can be 
classified differently depending on the point of view concerned 
Thus if a spatial point of view is adopted — as is often the case in 
geographic studies— ‘the opening of a new business by a firm from 
outside the region is considered as a creation, whereas, as far as 
the firm is concerned it is an extension of its activity and from 
an mdnstrial point of view it is either a creation (if the field of 
activity IS new) or an extension (if the new busmess is working in 
the same field of activity as the parent company) Likewise, the 
cessation of a business due to the transfer of its activities outside 
the region represents a closure for the region whereas it is a 
change m localisation for the firm 

It would therefore seem to be of the utmost importance that 
in studies on the mobility of activities the researcher clearly 
defines hi$ point of yiew of analysis in order to be able to make 
further comparisons Personally we tend to prefer the spatial 
pomt of view but we are aware that the resulting classification is 
extremely dependent on the area studied e g m urban areas the 
city centre the agglomeration or the urban region 

Furtheispore attention should be drawn to the misunder 
standing produced by certain individual concepts such as 
spreading out or decentralisation whidi are used in French 
studies By decentralisation French authors general^ mean the 
total or partial transfer or extension of a company out of the 
limits of the lie de France region (on this subject see T Sain 
Mien 1973) whereas if the new division remains m the region 
the operation is called spreading out 
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MEASUREMENT OF MOBILITY 

This measurement necessarily mvolves the existence of a card 
index of the companies and businesses Such a card index would 
include for a given period any changes in localisation that have 
affected production or services units 

With official statistics and particularly the data transmitted 
after census it is not possible to keep a check on the civil status 
of the businesses In addition this information does not permit 
studies on the significant spatial sub groups city centre old 
suburbs harbour areas etc Indeed if only 2 or 3 sets of statistics 
are available it is only possible to analyse the balance of the 
evolution often on a local or regional scale In addition 
oomparisons are made difficult by the changes which often affect 
the spatial divisions (e g changes in the limits of the 
agglomerations) or the activity code numbers of the businesses 
On the other hand with a precise card index of all the 
business m the study area at two different dates it is possible to 
analyse the mobility components precisely 

From this point of view the study done by P E Lloyd and 
■CM Mason (1978) of the city and conurbation of Manchester 
IS a very good example As is shown in Fig 111 components of 
industrial change have been taken into account the exits the 
in situ changes and the entries Under exits the authors have 
separated closures and transfers whereas under entries the 
creations are separated from the dislocahsations The figure 
cleariy shows that the balance of the evolution is in fact only 
the difference between all the growth and reduction operations of 
both businesses and employment 

The existence of exact data about the number of busmesses 
the staff employed or all other quantitative variables which show 
the size of the businesses (eg surface occupied or sum of 
investments) also make it possible to calculate certain rates 

Let us suppose that for a given period fO we have the 
following information about the number of busmesses 

X or the number of businesses m lO 
y or the number of businesses m tl 
a or the number of businesses which did not change tfieir 
localisation during the period lO— tl 
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Fig 13 1 Components of industrial change 

ce PE Lloyd and C M Mason Manufactnring industry in 
the inner city a case stuoy of Greater Manchester in Trans* 
actions Institute of British Geographers Vol 3 n 1 1978 
p 79 

the number of businesses 'which ceased their activity 
tirely 

the number of businesses which were transferred with n 
study area 

the number o'" businesses which were transferred out 
study area 

the number of new businesses created during the penod 
-t\ 

the number of businesses which were the resuH of a 
insfer from outside the study area 

Wing can therefore be calculated 

ase in number of businesses=€-f/ 
ase in number of businesses— J+rf 
ace of evolution — x 
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rate of closure 

t: 

rate of disappearaiice=-^-^^ 

rate'^of openings = 

rate of increase ** — - 

y 

rate of mobility of the original businesses = 


Some of these rates were calculated by P Aydalot (1978) 
durmg a survey of 1 800 of the biggest French companies The 
analysis enabled this author to differentiate the mobility 
according to different variables of the firms the businesses the 
ongmal surroundings and the new surroundings 

Indeed mobility study cannot be limited to simple calcula 
tions on the number of businesses It is advisable to integrate 
vnriottf characteristics of the firms and businesses involved e g 

— the branch of activity (e g manufacture of clothing 
wholesale), 

— the function of the business (eg factory laboratory 
sales office etc ) 

— the size of the business (number of people employed 
ground surface) 

— the localisation of the registered office 

— the size of the fi'-m to which the business belongs 
(translated for example by the number of busmes'ss 
which belong to the firm) 

— the date of implantation 

The calculation of the rates defined above by category of business 
proves very interesting as it makes xt possible to pick out t le 
commonest features of the most or the least mobile uni^^s 
according o the mobility situations (creation transfer closure 
etc ) (see P Aydalo^ 1980 pages 9 25, m particular) 
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SPATIAL TRENDS IN MOBILITY 

In addition to measuring mobility it is also necessary to study the 
movement itself by analysing the characteristics of the aieas 
affected by the movement as well as the directions and distances 
covered m the case ot extensions and transfers 

In order to achieve this maps have to be made As in 
research on changes in industrial localisations m tne area of Liege 
(B Merenne Schoumaker 1980 planche 34) the following can be 
mapped 


— the businesses according to the type of localisation 
operation which produced them cessation (proper or 
due to a transfer) creation extension 

— for transfers and extension the point of departure and 
the point of arrival of the business as well as the journey 
effected by joining these two points by a segment of a 
straight line 

It IS also advisable to study the mam features of the areas 
involved in the different changes principally by distmguishing 
those where the closures and/or transfers have taken place and 
those where there have been creations extensions and transferred 
units (also see under head— Spatial Results of Mobility) 

In urban areas it is especially interesting to separate intra 
urban m grations from inter urban ones as the firms responsible 
for these migrations generally differ and the processes ong nate in 
different causes 

In Western Eurooe on the whole the bus nesses in urban 
regions very often move^a limited distance (5 10 20 kilometres 
depenaing on the size of the regions concerned) due to the 
management s desire to keep its customers ’abour and human 
and economic relations Furthermore they generally move in a 
spec fic ■'adius o*' the congiomeratioas e g busme^es in the 
north of the city will settle in the northern outskirts of the 
agglomeration (B Merenne Schoumaker 1974 pages 49 50) 
Moreover there is a big mtra urban movement which is strongly 
influenced by the land and property market This diagram proves 
correct in both the case of a big city hfce Pans (see J 
Palierne» 1964, pages 85 111 and A Delobez, 1981 p 77 
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in particnlar) and the case of an average city like Liege (sec onr 
research in the bibliography at the end of *he article) 

CAUSES OF MOBILITV 

Although it IS often difficult to know the true cau&es of the 
closure of a business exactly it is on the other hand possible to 
find out the factors of localisation of beta new unus and 
dislocalisations 

As regards the latter, we believe like A Fischer (197o 
pages 96 97) that the expulsion factors (from the original 
localisation) must be distinguished from attraction factors (of the 
new site) Indeed all the surveys we have done in industrial 
enterprise (B Merenne Schoumaker 1978) m heavy tertiary 
(B Merenne Schoumake 198 la and 1981b) and in retail 
trade (B Merenne-Schoumaker 1979) show that most 
transfers are due in the first place and above all to 
difficulties encountered in the original localisation In the case of 
industry and heavy tertiary activities the mam causes of 
dislocalisation are the decrepitude and unsuitability of the 
buildings traffic and parking conditions, difficulties of proximity 
and pressure of land prices accentuated by town planning 
operations In the case of retail trade the mam factors of 
explusion are end of a lease unsuitability of the premises their 
price or the bad situation of the shop 

The requirements concerning the new site are therefore only 
taken into account at a second stage when looking for a new 
localisation The factors of attraction are principally the surface 
area and the cost of the ground and/or buildings the situation of 
the site the policy of the authorities the environment of the new 
site etc 

The analysis of the causes of mobility therefoie involves 
precise surveys with the firms in order to analyse the decision 
making process The quality of the work is very dependent on the 
investigator and the means of investigation (see B Merenne 
Schoumaker 1982a pages 106 107) 

It should, however be noted that m spite of a growing 
lationalisation of choices precise studies of localisation are stiU 
rare, particularly m the case of directors of small busmesses and 
when businesses are created It is therefore advisable to be very 
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careful in this kind of analysis and to accept answers that are 
tra^mentary but true rather than answers that are complete but 
incorrect 


SPATIAL RESULTS OF MOBILITY 

In addition to research on the mobihty of businesses it is also 
very interesting to study the areas affected by the changes, 
particularly as already mentioned the areas under development 
and those abandoned 

In actual fact the dislocahsation of many activities creates 
various problems Generally the situation of most European cuies 
is the following 

In the city centre premises are rarely abandoned but helped 
by land speculation there is a clear whittling down of functions 
and the noble activities (decision research ofiSces of industrial 
firms luxury trade) are often the only ones which can pay the 
price asked for Certain economic fields are therefore elected 
from the city as well as a certain type of population except from 
the dilapidated areas where the marginals * are becoming more 
and more concentrated 

In the ou skirts of the agglomerations the chief problem is the 
anarchic growth of urlanization and the recession of farmland 
The city is diluting hence the d fficulties for both the rural world 
(seriously threatened by the progression of the urban front) as 
well as for the city (faced with the problems of providing services 
and organis ng public transport) 

It IS however in he close suburbs and cspec ally in the old 
industrial suburbs that the most acute problems exist due to Jie 
multiplication of wasteland and to the difficult conversion of 
activities (B Mereune Schouroaker 1982b) 

Thus one can see the interest of precise analysis of the 
changes in the activities of the various urban sub spaces— the&e 
analyses being essential for any development or renovation 
operation The research done by J P Bondue (1982 pages 356 
^2) on the evolution of acquisitions liberated by wholesale 
activities m the conurbation of Ldle is a very good example from 
this point of view 
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CONCLUSIOK 

The leobility of businesses major process of the evolution of 
cities and of the changes m urban spatial structures appears to 
us to be one of the pnncipal subjects to be explored when 
analysing cities 

That IS why we have tried in this article aimed at 
methodology to demonstrate diJffercnt ways of research that are 
possible as well as various methods that can be used effectively 
Doubtlessly the concept of mobility is often ambiguous In 
addition the analysis requires lengthy and sometimes tedious 
research but the results of this research are very rich and 
indisputably likely to renew traditional studies of urban functions 
and areas 
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TWELVE 


FABIO LANDO 


FUNCTIONAL AREAS IN THE TOWN 
The Example of Venice, Falv 


Venice is a city which, is not only at the service of its residents 
but pursues a number of different functions it is a tourist and 
cultural centre of international value plays a directorial role 
towards a large part of the region is the integral part as histone 
centre of a large lagoon conurbation and finally is the 
Venetians citv ^ And these functions intennmghog occupy 
various areas and render inextricable the various roles of the 
economic urban space Moreover the number of retail activities 
and the services offered is not onlj notable m respect to the 
limited space in Venice, bat seems to be almost uniformly 
distnbuted along the various streets 

Then the fact that it is almost exclusively a city for pedes* 
tnans m which not only are the economic distances limited 
and therefore well definable within the urban space but also its 
being well limited by the lagoon makes it particularly attractive 
^ar analyses of this kind So to venfy the existence of thHt 
economic zone and then attempt to designate the relevant area 
two principal component analyses were mads and one potential 
was calculated ® 

THE TWO ERINCIPAL COMPONENTS ANALYSES 

In the first analysis of the pnnci;^! components the variables 
consist of the percentage of each economic activity* m every 
Census section * 
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In this way the characteristics of a senes of 139 tertiary 
ctructUTCs arc made evidcDt each of which is considered of 
equivalent importance whatever the service being offered In one 
respect the analysis did not produce the hoped for results a 
good 1 5 components were obtained with eigenvalues above the 
unit, capable of explaining just 68% of the total vanarce 
(see Table 12 1) A result that if no use from the geographical 
point of view does say a lot about the extreme complexity of the 
localization of the offer and thus the impossibility of laentifying 
with this analysis the economic areas that are— if not specialized — 
at least homogeneous 

Given these results the analysis was repeated keeping the 
values relative to the services intact without translating them 
into percentages to try and make the mass effect evident The 
breaking down of the data into percentages could be understood 
as a kind of prenormahzation it underlines the likeness m the 
composition of the services offered in the sections (mix) at the 
expense of the similanty of the distribution (mass) of the various 
services So the analysis before beginning the calculation of the 
correlation matrix earned out an effective normalization And in 
this way without this premampulation that is admitting m 
the analysis the data with its mass one can obtain from the 
analysis itself a type of mass effect that can be read m the 
factor scores in as much as it results from the product between 
the loading factor and the normalized value of given data If the 
data has a distribution of “abnormal average and standard 
deviation — high factor scores arc obtained 

Now 8 components succeed in explaining 70% of the total 
variance (see Table 12 2) Even though halved the number of 
the components remains high while the variation exp^ined 
xemams the same another confirmation of the complexity of the 
tertiary commercial structure of insular Venice 

Fortunately the first component with almost 20% of the 
variance clearly demonstrates the fact that there is a commercial 
centrality It is known that the graded positions of a nucleus of 
shops depends not only on the type of goods offered but also on 
the quantity of the items offered and in fact shops offering 
different goods but with similar scope tend to be grouped 
together m the same place The possibility of stocking up on 
many goods dunng the course of shopping has an extremely 
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Fig 12 1 Reference rmp Principal places cited 


1 St Mark s Basin 

2 Cslle Larga XXIII Maizo 
J Listadi Spagna 

i Mcrcerie 

5 Peschena (Fish market) 

S St Mark s sauare 
7 Rialto 


S S Leonardo 

9 S Marghenta 

10 Railway terminal 

11 Road termmal 

12 Via Garibaldi 

13 Tiie Lagoon 


positive elGTect on the potential buyer it could be likened to a 
discount or better to a reduction of the 'economic distance 
that the consumer evaluates m time and cost In this way the 
quantity the type and the quality o*^ the goods offered in a very 
restricted territorial environment is importan* for the sgni 
icance of a commercial centrality 

As far as we are concerned it is a question of shops that 
offer both clothes and their accessories and unusual products lor 
the house all goods that for the consumer correspond to 
mebases not made very frequently and related to the necessity 
>f systematicallv having to compare prices and quality 

The factor scores demonstrate a large central aica corres- 
ponding to the Mercerie that part of the district of St Mark s 
comprising the area between the Rialto and St Mark s Square m 


<1 



Table 12 1 Analysis with percentage values (Variraax 
Botated Component Matrix) 
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Tabub 12 2 Asalysis witli total values (Component loadings) 
(Varimax Sofafed Component Malnx) 

Variables Components 
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wbich more than a th rd of the shops offering non banal goods 
are crowded along the streets of the said Meicene (see 
Table 12 3 and Fig 12 2) From this compact central nucleus 
raimffcations seem to branch out that following the main routes 
reach the two secondary nuclei of S Leonardo and S Marg 
herita arriving then at the two terminals for road and rail 

The second component— accounting for 11 63% of the total 
variance — indicates a tourist centrality* , showmg up the areas 
where the hotels are concentrated (see Table 124 and 
Fig 12 3) the tourist agencies the ffne art shops and the 
restaurants In fact, the scores immediately emphasize the 
important hotel nucleus located around St Mark s Square and 
overlooking St Mark s Basin Here we £nd the most famous and 
important hotels and restaurants in the city Danieli Gritti 
Regma Harry s Bat — enjoying a position and a view among the 
most prestigious and renowned m Venice 

The second and far less important nucleus regards the Lista 
di Spagna a distinctly inferior hotel centre adjacent to the railway 
terminal 

The third component regards the daily supplus of the 
urban population grocenes, meat fish fruit and vegetables In 
Venice, these are services that are found concentrated (see 
Table 12 5 and Fig 12 4) m only two Census sections the 
Rialto where the wholesale market is situated and the most 
important retail fruit vegetable and meat market m the city, 
the fish market (Peschena) where the majonty of fishmongers 
are concentrated 

Every morning the hotels and the Venetian housekeepers 
make their daily purchases And this is by now a long standing 
tradition and typical of many Veneto cities almost at the 
geometnc centre of the city very near to the town square the 
most important city food market is to be found — perhaps the only 
one that could be termed as such regularly frequented by 
housekeepers from both the city and outskirts The map then 
shows the other two much less important nuclei of San Leonardo 
and Via Garibaldi 

The fourth component regards the professions (see Table 
12 6) It shows the zone in which there is the maximum concen- 
tration of law, architectoal and accountancy offices and so 
demonstrates the marked tertiary fvoi&iion of Venice It picks 
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Fig 12 2 Commercial centrality 

(a) Score values higher than +3 0 

(b) Score values raacmg from +1 0 to -r3 0 

(c) Score values ranciog from +0 4 to +1 0 

(d) bopotential 

out Venice s City, the core of which— the Stock Exchange the 
Chamber of Commerce and the local branch of some large 
national banks — is clearly shown up in Cens sect 102 of Calle 
Larga XXIIl Marzo that features the highest scores 

The remaining four components although presenting own 
eigenvalues well above the nmt seem to be clearly residual and 
the resulting outlines are not very convincing 

THE ANALYSIS WITH THE POTENTIAt. 

To see how and to what extent these economic areas relate to the 
inhabitants of Venice a correlation has heen measured between 
the areas and ihe total population the residential density and 
the social structure i e social economic status (Lando, 1978) 

The correlations obtained are extremely low, but despite 
that it IS possible to pick out some significant indications 
<see Table 12 7) The population both in number and m density 
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Fig 12 3 Tourist centrality 

(a) Score valaes higher than +3 0 

(b) Score values ranangfrom +1 0 to +3 0 

(c) Score values rancing from +0 4 to 1 0 

(d) Isopotential 

IS correlated negatively to the first second and fourth compo 
nents in an ambient characterized by a limited and costly 
available space the distnbution of the population— m as much 
as It IS a consumer of space— clearly runs counter to the distn- 
bution of shops hotels and professional offices which are also 
large consumers of space The social economic status that seems 
to be orthogonal to the first three components is correlated 
positively to the fourth— that regards the distribution of the 
professions the positive co relation is obvious between the high 
status zone (understood as those parts of the city in which a 
prevalence of directors professionals, o- office workers reside 
who have a high level of education live m large houses with 
Jittle crowding and are well eqmpped with comforts) and the 
localization of the professional studios 

In accord with these analyses we can distinguish— and there 
jFore outline — precise and distinct social economic areas 

To depict these areas that go over the limits placed by the 
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(a) Score values bigher thaa +3 0 

(b) Score values lanciug from -f 1 0 to 3 0 

(c) Score values tanciug from +0 4 to 1 0 

(d) Isopotential 

confines of the Census sections the potential 

has been used that we can consider as a synthetic indication of 
the distribution of the phenomenon in tnat it as signs a value to 
every place-- estimated by the neame's of tnat place to a 
distributed phenomenon 

From tune to time the factor scores of the four components 
and the scores of the status have been applied to the numerator 
f(M) The most important square of the Cens sect was that 
considered for peak load 

Obviously the most important problem has been the choice 
of distance function i e the spatial friction connectable to the 
considered phenomenon As is known the choice of such functions 
has been and is the object of notable controversy 

It can however be affirmed that indicating with J2''" the 
aggregate of the non negative real numbers it is possible to define 
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(a) Score ’values higher than *1-3 0 

(b) Score values rancing from -fl 0 to 3 0 

(c) Score values rancing from H-O 4 to 1 0 

(d) Isopotential 


Table 12 7 Correlation 



Population 

Density 

Status 

Cmqionent I 

—0 236 

-0 042 

+0 148 

Component II 

—0 240 

-0 309 

4-0 112 

Component III 

4-0 054 

-i-0 028 

—0 087 

Component IV 

—0 215 

—0 103 

-40 390 


as a function of spatial friction any function / (d) of such 

as to satisfy the follow ng property 

a) continual and monotonic decrease 

b) IlDQ f(d}=0 

C& 

c) 0</(£?Xl for every dSR^ 

4) there exist two values di and (0<di<di) such that m 
the interval (0 d^) the decrease of the f(d) is very slow 
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Fio 12 6 Economic at eas 

(a) Commercial centrality 

(b) Toanst ccn*rality 

(c) Daily supplies 

(d) Tertiary function 

(e) High status areas 

if not completely zero while in the interval {di, d 1 the 
decrease is qL.ite rapid (Canestrelh 19'^S) 

There are many functions that can satjsfv all four properties 
(Ingram 1971 Hutchinson 1975 ‘ but he'e the logistical fjnciion 
s utilized or ra+her its reciprocal 

i 

l+K* 

vith a and K positive parameters to be determined 

Lacking the data necessary to calibrate the function, the 
two parameters a and a. were calculated keeping in mind some 
'lypotheses that could be formulated concerning the point where 
di is found— in which the function could be worth 0 5 and the 
point where it could be worth 0 25 • Observing that 
K 
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when 


(</i)=0 5 
rf.=-!2iJL 

a 


The following system of two equations and two unknown 
quantities a and K could be formulated 




log^ 

a 


0 25==1- 




Supposing (ii=100 jtn and m the values Jf=9 

and a~0 10^86123 are obtained 

As the admitted values have a field of variation around zero® 
the surface area described by the potential will present positive 
and negative areas that can be interpreted m the same way from 
the score the isopotential of the zero explains the indifference 
to the phenomena while the positive values in agreement with 
our analysis will indicate the concentration of the centrality or 
of the high status 

In agreement with the initial assumptions regarding the choice 
of variables the scores of the four components present few posi 
tive values but very high and relative to adjacent sections 
countermg many— however extremely low— negative values 
Analogous results are obtained with the potential very high 
positive values concentrated in small areas and predominantly 
low in negative values 

In our case the area enclosed by the isopotential (+1) is 
that which could be considered the most significant for our 
purposes it marks the area of maximum concentration both 
of the centrality, defined by the four components and of the high 
status 


CONCLUSIONS 

Excluding the daity sci tees — third component regarding the food 
shops — the values higher by one to all the other components 
dwell principally on the St Mark s area Even in the orthogonal 
way in which their structural characteristics are expressed, 
these components — with their higher scores — indicate adjacent 
areas with some points overlapping So the Northern part of the 
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St Mark s zone which is less densely inhabited ana is placed 
almost in tne geometric centre of Venice encloses the maxinaum 
concentration of the three central areas whose importance 
could qualify them as the Venetian centre^ the influence ot 
which extends weh beyond the lagoon This description of the 
town centre tallies well with what the various schemes or theories 
from Burgess to the gradient of densitv express about the 
composition of the City of any town with demographic dimensions 
analogous or superior to those of Venice Here instead it is the 
high status area lha* takes in and incorporates the town centre 
which does not seem to conform with what is defined for the other 
cities—at least those of Anglo Saxon culture which are those 
that have been studied the most Present day Venice leca'ls the 
Chicago of Burgees but here the invasion and the succession 
whose evolution can be traced has the middle and high claves 
as protagonists— not the poor immigrants As is demonstrated 
in other analyses lere it is the rich who desire the centre they 
invade it and subst tute the less r ch by buying res^tonng and 
restructuring the houses The earning mtch^nism here has an 
eminent role in establ shing an equivalent between the cost of 
the site social class quality of the district and the presence of 
prestigious activity But to fully understand this intermingling 
Venice cannot be considered as an isolated city enclosed in its 
lagoon we mu»t remember its integration m the Venetian 
conurbation of which it represenifi the residential tertiary 
commercial toWiSt centre 


FOOTNOTES 

1 With regard ht, special charactensticb of Venice— its history, its 
residential tourist industrial and commercial functions see FC 
Lane 1973 P Cos'a B Doketta and G Tomoio 1971 V l^aseatin 
P Costa ard D Foot 19^8 G Zanet*o 1981 

2 Principal Ccirpooent Analysis is a data transformation tedmiqiie 
Often used In geography and in particular in urban geography (J 
Goddard A Kitby 1976 S Dauhrey 1976) The potential model haa 
appeared frequently in the human geography literature as an index of 
the intensity of possible interaction betmen social or ecDOomic 
groups at diffcrer t locations (DC Rich 19S0) 

The data rcla we to the retail activ ty comes from a census which 


3 
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I eSbcted m the first days of July 1978 the various shops wer 
class fied according o what appeared to he the r dom nant activ ty 
after a careful look n the w ndow For the serv ce activ t es refereoce 
was made to the 1978 telephone directory For the analyses were used 
the following variables 1 Grocer s 2 Butcher s 3 Greengrocer s 
d-Fishmonger s 5 Clothing and Haberdasher s 6 Shoe Shop 
7 Fashion and furs 8 Furniture Showroom 9 Flectncal goods 
shop 10 China Shop 11 Fine arts shop 12 Hardware siore 
13 Perfumery 14-Stationer s and Tobacconist s 15 Bookshop 
16" Jewellers 17 Florist s iS-Toyshop 19 Pharmacist s 20 Photo 
grapher s 21 Hairdresser s 22 Restaurant 23 Bar 34-Pizza 
Parlour 25 Places of Entertainment 26 Large Hotel (with more 
than ISO beds) j.1 Medium sized Hotels (with from 76 to 149 beds) 
28 Smail Hotels (with less than 76 beds) 29-Tourist Agency 
30 Estate Agency 31 Shipping Agency 32 Law Offices 

33 Architectural Studio 34 Accountant s 35 Bank 

4 The Census Section represents the smallest territorial unit of iinpor 
tance that was assigned to each census taker For Venice there are 
149 The average surface area not including water surfaces and those 
relative to the bridg s is of 2 80 hectares and on average each one is 
composed of about 650 inhabitants 

5 The point at which the function is rated at 0 50 has been set at 100 
metres while at ISO metres it is rated at 0 25 To obtain these figures 
reference was made to the surface area of the census section for each 
of which the radius of equivalent surfaces was calculated that on. 
average is about 100 metres while the ma-simum radius (cxcludme 
the sections that include the road and rail terminals) is of about 290 
metres In this way it is arranged that every phenomenon manifesting 
itself in the centre of the average Census section would feel at the 
borders after 100 metres an influence equal to 50 per cent of its 
intensity and that this influence would prac ically tend to annul tself 
only beyond the 300m These 300m constitute the rad us equivalent 
to the Census section with the greatest surface area 

6 The field of variation of the four components being e^min d is 

respectively of ( — 1 72 6 52) for the first of( — 1 12 +5 55) for 

the second of (I 02 +8 95) for the third of ( — 2 40 t 4 89) for 
the fourth and of (—2 77 +2 28) for the status scores 
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CLASSIFICATIONS OF URBAN RETAIL 
FACILITIES 


INTRCDUCTION 

This paper examines a topic of considerable importance to 
geographers and planners alike— the classification of retail 
facilities m urban areas The view is taken that, while it is 
relatively easy to devise detailed descriptive classifications of 
shops a generally agreed parsimonious list of retai* types selected 
on some consistent and rational basis does not currently exist at 
least in the U K or North America Those classifications u>ed in 
planning practice tend to be inconsistent and illogical or at best 
vague and incapable of precise apphcation 

In order both to demonstrate this propos<t'on, and to seek 
improvement it is necessary to review relevant ex st ng practice 
m three areas of '•esearch which have normally been pursued 
independent’y although a number of conceptaal links wiU 
Dccome apparent These areas arc firsilj market research which 
(among other things) seeks to explain the shopping beh^viou- of 
consumers pacing particular attention to the ways in which 
behaviour appears to be alSfected cither by economic socia* and 
psychological characteristics of consumers themselves or by 
characteristics of retail commodities and of the raethocs used m 
elhng them (For a sararaary s c Guy 1980 ch ^ ) The second 
area is the concern of the conventional urban geographer who 
tends to be concerned most with physical attributes (size location 
and characteristics) of shopping centres (eg Warnes and 
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Daniels 1980 Dawson 1980 Dav cs 1976) Th rdly some 
spatial analysts have examined the spatial distribution of shops of 
various types in cities partly with a view to explaining some 
aspects of the locational behaviour of retailers (eg Rogers 
1974 Sibley 1972) 

The discussion of the first two areas of research mentioned 
above needs no justification Soatial analytical work on locational 
patterns of retail facilities has however tended to be neglected m 
most conventional urban geographic reviews Tins is unfortunate 
because not only does this work offer some insights into the 
locational behaviour of retailers and consumers but it also 
allows the possibility of more precise defimtion of types of retail 
facility than has emerged from the work of either market 
researchers or conventional urban geographers 

One further introductory point should be made The 
geographic work to be reviewed below has concentrated mainly 
upon shops (retail outlets) and their locational patterns In 
contrast much of the market research has been into retail goods 
and services (or commodities) This paper deals with both outlets 
and commodities since they are intimately related the classi 
fication proposed in the final section is actually of retail 
commodities, but could be adapted to form a classification of 
retail outlets Hence the neutral title (retail facilities) used in this 
paper 

The paper proceeds as follows In Section 2 summaries are 
made of ways m which retail commodities and outlets have been 
classified by market researchers economists and geographers 
The locational imphcations of these various classifications are 
discussed In Section 3 the work of spatial analysts on patterns of 
retail location is briefly discussed with particular attention paid 
to suppositions about locational decision making on the part of 
retailers In Section 4 some results of research into retail location 
m the Reading area carried out by the author from 1974 
onwards are summarised and some measures of spatial distri 
button of various retail commodities are discussed These 
measures are related to aspects of classifications of retail 
commodities discussed in Section 2 Finally some broad 
conclusions about problems in retail research are drawn 
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CtASSIFICATIONS OF RETAIt COMMOOITIES AND OLTLETS 

It may be a&suiaed that individual types of retail commodity 
(defioed as consumer goods or serv ces normally made available 
to the public withoa prior appo ntment jin premises devoted 
mainly to their sale) can be distinguished relatively 
unambiguously The prob’em is to classify these commodities into 
distinctive groups this is necessary not only for research 
purposes but often also for the c’ar fication of policies in 
maricetiag or prope ty development or town planning A logical 
basis for classification would be that each group or commodities 
jinphes a particular set of decis on making rules on the part of 
retailers and/or consumers These rules might also imply certain 
patterns m space of location and consumption respectively 

Behavioarai classificatiims 

A well known classification of retail goods was first dev sed by 
Copeland (1924) and as revised by the American Marketing 
Association (1948) is as follows 

Convenience Goods Consumers goods which the consumer 
usually purchases frequently immediately and with a 
minimum of effort 

Shopp ng Goods Consumers goods which the consumer in 
the process ol selection and purchase characteristically 
compares on such bases as suitabili y Quality price and 
style 

Speciality Goods Consumers goods on which a significant 
group of buyers is habitua *y willing to make a special 
purchasing effort 

Th s classification is made on the basis of assu red behaviour of 
consume s related to physical or financial characteristics of the 
goods thensehes Since consumers vary a great deal in their 
attitudes to many aspects of shopping (Gay 1980 Chapter 5 
Bowloy 1979 Williams 1979) any commodity might fah into 
any category but exper ence and common sense suggests which 
category is on the whole most appropriate 

The A M A classification carries implications for spatial 
patterns of shops selling the three tyj«is of commodity which 
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have been slated by several authors including R Nelson (1958) 
and Rogers (1974 p 72) Shops selling convenience goods tend 
to locate close to the consumer and gam little or no benefit 
from proximity to one another Thus they are likely to be widely 
dispersed over residential areas Shops selling shopping goods are 
likely to cluster together to aid the consumers search process 
Shops selling speciality goods may locate virtually anywhere in an 
urban area as they tend to generate single purpose trips whose 
outcomes are important relative to the effort involved 

Product classifications 

Classifications by characteristics of commodities themselves are 
often used (e g foods/non foods durable goods household 
goods) Classifications of retail establishments (m Britain) and of 
business types (in U S A ) are similar grouping shops according 
to the principal types of goods that they sell 

P Nelson (1970) has attempted to relate product classification 
to consumer behaviour He classified goods as 

(i) Experience Goods the consumer determines the utility 
of these goods through purchasing them and testing 
them at home e g canned foods paint TV and radio 

(ii) Search Goods the consumer can assess their utility 
visually in the shop e g clothing floor covering 

Ne’son suggests that stores that sell searen goods will tend to 
cluster more than those selling experience goods The former 
appear to be similar m nature to comparison goods but the latter 
can also include some goods classified normally as comparison as 
well as some convenience -nd speciality gooos 

Order classifications 

One of the necessary assumptions for Christaller s (1966) 
formulation of central place theory is that retail commoa ties can 
be ranked according to characteristics of consumer demand for 
them Beavon (1977 Chapter 3) suggests that the marketing 
pnnciple hierarchy (k=3) is most easily deducen if commodities 
are ranked m order of range (the distance beyond which 
consumers are not prepared to travel m order to obtain the 
commodity) High order commodities are according to this 
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theory available only in high order centres those centres which 
are relatively large and well spaced apart Low order 
commodities having much smaller ranges are available m lov* 
order centres (small and frequent) as well as in ibe h gh ordef 
centres An alternative formulation of central place theory (Berry 
and Garrison 1958) ranks commodities m order of threshold 
(number of consumers needed for profitable operation of one 
retail or service establishment providing the commodity 
concerned) 

Several authors (e g Garner 1966) have suggested a corres 
pondence between high order commodities and comparson 
goods and between low order commodities and convenience 
goods These links are not inevitable however because central 
place theory does not assume any wish on the part of consumers 
to compare outlets for any type of commodity but only to 
minimise distance travelled Also the position of speciality goods 
becomes unclear Although these are likely to be high order 
commodities we have already deduced that they may be so’d at 
any location and not just in the high order centres Perhaps 
because of these problems little attempt has been made to 
generalise any empincal findings concerning perceived orders 
of either commodity types or retail outlet types (e g Berry 1963 , 
Stafford 1963 Golledge et al 1966) 

Critical comments 

The overall situation regarding ciassificatory systems for retail 
outlets and commodities seems very unsatisfactory The most 
consistent system would appear to be tnat of ^-he American 
Marketing Association however it is probably too vague to be of 
practical value in any detailed exercise Product systems are 
clearer m detailed applications but carry little or no implications 
for spatial patterns of commodities or outlets because they do 
not immediately suggest any patterns of behaviour The situation 
IS confused further when inconsistent systems of classifi.cation are 
used such as the conveniencc/durable classification commonly 
applied both to goods and shops in the U K 

A further criticism of the behavioural and order classifications 
IS that they are based upon assumptions about consumer shopping 
behaviour which are either untested or have been found to be 
untenable such as tne nearest centre hypothesis of central place 
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theory (Hubbard 1978) It is unclear to what extent shoppers 
distinguish between commodities or outlets according to their 
product or locational characteristics, and how much variation 
exists between shoppers Suppositions about retailers motives for 
locational choice are also on the whole untested 

SPATIAL ANALYSIS OF RETAIL LOCATION PATTERNS 

Several geographers have analysed retail location point patterns 
usually those formed within urban areas by shops of one ‘type 
(For a general review of point pattern analysis see Getis and 
Boots 1978 ) In so doing the assumption has to be made that all 
shops withm any one type are similar enough to be influenced in 
their location by some common process or set of processes This 
assumption usually appears to be implicit and variations m size 
of shops characteristics of ownership quality of goods exact 
nature of goods etc , are often ignored 

Spatial affinities 

Spatial affinities are said to exist where shops (either of the same 
or of two specified types) tend to be sited physically next to one 
another significantly more often than would be expected under a 
random point process Under this severe definition of clustering 
the only aflSmties commonly observed have been between various 
sub tjpes of clothing store (Getis and Getis 1968 , Davies, 
1972) 

It IS not clear what process is assumed to occur here It is 
reasonable to suggest tha comparison goods retailers will want to 
locate so as to facilitate comparison but this does not equire 
that retailers oifermg similar goods actually locate next to one 
another In any case the opportunity to do so will be restricted 
by imperfections in the property market 

Distance measures 

Davies (1972) computed standard distance measures ‘'or several 
types of retail and service estabhshment within the central area 
of Coventry He found that shoe shops possessed the smallest 
standard distance (25 56) and building services the largest 
(60 69) the mean distance for all shops was 44 10 Davies infers 
that low values indicate a tendency towards clustering and 
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high valuei, a tendency towards dispersal These conclusions 
seem to be derived from internal comparisons and not from any 
comparison with the standard distance that might arise from a 
ranaom porai. process 

Lavies (1972 1976 pp 128 135) suggests that these results 
provide support for Garner s (1966) hypotheses concerning the 
b d price curves (Alonso 1964) of various types of retail firm 
those placing a high emphasis on comparison will be prepared to 
b d high pnces for the most central sites in the city thus tending 
to cluster around their centre of gravity Other firms prepared to 
accept non central locations will show a more dispersed pattern 
These firms are likely to offer convenience or speciality goods 
rather than comparison goods 

Nearest neighbour analysis 

This technique has some advantage over those outlined above m 
that a characteristic of the observed point pattern (its mean 
nearest neighbour distance) can be compared with that which 
would arise due to a random spatial point process A nearest- 
ne ghbour statistic below 1 0 suggests that some form of 
clustering has occurred tests of significance can be used m this 
respect (Clark and Evans I9 d 4 Haggett et al 1977 
Chapter 13 Getis and Boots 1978 Chapter 2) 

Rogers (1974 p 97) found that for each of four types of store 
(grocery food non food apparel) tne nearest neighbour statistic 
in Ljubliana (Yugoslavia) was below 1 0 This matches conclusions 
drawn f om his quadrat analysis Rogers also (p 10) warns 
against the possibility of misleading results from this form of 
analysis which cannot dis inguish between a pattern of isolated 
clumps and a perfectly clustered pattern 

Quadrat analysis 

Another method of assessing the probability that some form of 
clustering has infiuenced a spatial point pattern is to take counts 
ot the occurrence of points in equal size quadrats The numbers 
of quad ats with 0 1, 2 etc occurrences can then be compared 
with those numbers that would have arisen under some specified 
spatial point process Under a random spatial point process a 
Poisson distribution is likely to occur in which the mean and 
variance are equal (Rogers 1974 p 4) 
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Rogeis (1974) has carried out the most complete analys s to 
date of spatial patterns of retail location dealmg mainly wnh 
data of the location of four broad types or store m Ljubliana 
Various measures demonstrate clustering in all instances although 
much more strongly in the case of apparel and non foods than 
for food or grocery stores as predicted above He compared 
frequency distributions derived from observed point patterns with 
those derived from several probability distribution functions and 
found that in all cases the results of a X® test indicated that a 
negative binomial distribution provided a satisfactory fit Since 
this distribution can be generated in several different ways 
(Boswell and Patil 1970) it is impossible to make conclusive 
statements about processes which have led to the observed point 
pattern Rogers states (p 96) that two types of process m ght be 
involved First, retailers * carrying the same class of shopping 
goods merchandise do indeed appear to be attracted to one 
another Second all types of retailer are also attracted to 
purchasing power This means that the apparent spatial cluste 
ring of convenience good® outlets may be due to the clustered 
distribution of the residential population themselves rather than 
to any desire for clustering on the part of retailers Rogers shows 
that the population of Ljubliana is itself clustered, providing a 
Close fit to the negative binomial disinbution among others 

Temporal spatial analysis 

The probability distribution functions used n quadrat analysis 
are intended to repi cate the effects of specified dynamic 
processes It is relevant therefore to investigate actual changes in 
spatial point patterns over time since this may prov de greater 
insight Getis (1964) mvestigated the spatial pattern of grocery 
stores m Lansing, Michigan at 10 year intervals over the period 
1900-1960 This pattern appeared to be random in 1900 
‘clustered over 1910 1950 and random again in 1960 The early 
lack of clustering was ascribed to a lack of spatial organisation av 
an early stage m the city s development while the recent trend 
towards a less clustered pattern was said to be connected w th a 
greater use of the car for grocery shopping This latter argument 
is not wholly convincing a possible alternative argument might 
be that land costs are lower outside existing business centres 
thus enwmraging retailers to open new stores in locations between 
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these centres 

Sibley (1972) investigated temporal changes m spatial 
patterns of greengrocers chemists and jewellers in Leicester 
and Northampton over the period 1880 1969 He considers 
that we may expect to And patterns approaching the 
optimum only in the long run as marginal operations are 
liquidated and as retailers adapt to or are adopted by the urban 
system Patterns were described at lO-year intervals using 
order neighbour randomness ratios (Dacey 1962) and the variance 
mean ratios from quadrat analysis The results of these analyses 
were not entirely consistent but suggest m general that the 
pattern of greengrocers has been essentially random throughout, 
although with some local clustering That of chemists was clustered 
iIllt^a!l^ but has tended to become more random over time that 
of jewellers has become increasingly more clustered 

The bchaviou’" of jewellers thus suggests a dynamic clustering 
process not surprisingly as jewellery is usually considered to be 
a shopping good Sibley believes that the contrast in behaviour 
between greengrocers and chemists reveals differences in the 
locational strategy of independent and multiple retail firms The 
former do not generally seek to maximise profits and are likely 
to be content with the location originally made available (Guy 
1980 Chapter 4) Thus the initial set of locations essentially 
chance events (Sibley 1972 p 156) possess stability over tune 
However the multiple reta ler is more aware of the advantages 
to be gained by locational adjustment m the case of the chemist 
advantage is gamed tnrough establishing local monopolies which 
process Will normally lead to greater regulanty in the spatial point 
pattern 

Comments on the use of spatial analysis 

A number of themes emerge from this woiL There has been 
jjnereas ng concern with the inference of process from the 
observed spatial point pattern This has been hindered not only 
oy problems of choosing quadrat sizes parameters for distribution 
functions and measures of signifi,cancc but also by the ability of 
certain distribution functions (such as the negative binomial) to 
leplicate the effects of several dissimilar processes 

Two ways have been suggested m which processes of retail 
jocational pattern formation can better be explained The first is 
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m the direct h stoncal study (e g Sibley 1972) Ih s still however 
seems to require rather imaginative inferences m the lack of 
direct knowledge of retailers decision making processes 

A second way lies in the linking of retail point patterns to 
patterns of population distribution as suggested by Rogers m the 
development o^ bivariate distnbutions (1974 Chapter 8) Dacey 
(1966 1972) has formulated models of retail location m u ban 
areas in which the location of centres of retail clusters is deter 
mined by some function such as the circular normal distribution 
which approximately replicates the distribution of population 
density in several major cities The number of shops in each 
cluster IS then generated by a random variable 

This indicates that in the analysis of retail point patterns it 
IS important to establish the degree to which an observed pattern 
IS ‘regular random or clusterea with respect to the pattern of 
residential population This rather imprecise statement implies a 
number of methods including that of Gctis (1963) who trans 
formed geographic space into income space for he purpose of 
examining the market areas of grocery stores Given this transfer 
mation the point pattern of these stores tended to be more 
regular than random Other possible methods are discussed m 
the following section 

Finally there seems to he confusion over the properties of 
retail commodities (goods and services) and retail establishments 
(shops) It has been noted above that as in Section 2 commo 
dities have been defined with respect to typical decision making 
strategies on the part of consumers The optimal behaviour of 
retailers has been assumed to be that wluch allows consumers most 
easily to adopt the appropriate strategy for those commodities 
offered by the retailer This reasoning seems only justifiable if 
the retailers is offering a bundle of commodities clearly associated 
with a particular strategy Where this is not the case (as with the 
umbrella categories of food and non food’ used by Rogers for 
example) then it is by no means clear why the disparate types of 
retailer included should locate according to one spatial point 
process, rather than several 

RETAIL LOCATION PATTERNS IN Hffi READING AREA 
In this section it is shown that information on retail point patterns 
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can )D fact be used to classiiy retail facilities The resalts given 
here also represent a preliminary attempt to remedy two defi 
ciencies of previous spatial analyses of retail location identified 
at the conclusion to the previous section These are the lack of 
disaggregation of point patterns and the problem of establishing 
associations with observed snatial distributions of residential 
population 

The survey data 

Members of a student class recorded the goods and services 
available at every retail and service establishment in the Greater 
Reading area The type of good or service was entered from a 
pre coded list based upon that used in current Family Espendi 
ture Survey reports (Department of Employment 1974) Because 
of limited time it was not possible to survey the size of each 
establishment or its quality of goods or services Further details 
are given m Guy (1976 1977a) 

Subsequently the location of each establishment was digitised 
(to 10 metre intervals) Thm means that for any of the 146 masses 
of goods and services a full list of locations is available for point 
pattern analysis It should be noted that since any shop may sell 
several goods or services the following discussion relates to 
commodities not outlets 

Spatial point patterns for retail commodities 
Figures 13 1 to 13 4 depict the point patterns for 4 commodities 
chosen to represent regularity marked clustering, clumping and 
patterns difficult to summarise respectively 

Some statistics describing the spatial point patterns of outlets 
for all types of retail good and service in the Reading area are 
shown in Appendix I First the table shows the frequency of 
occurrence of each type The most obtainable good was soft 
drinks and sweets with 370 occurrences (i e m 18 8% of all 
retail and service outlets surveyed and one point of sale for 
every 515 residents of the survey area) This is followed in rank 
order by several items normally sold in supermarkets, food shops 
or tobacconists 

Two simple indices of spatial dispersion are also given in 
Appendix 1 the nearest neighbour index and variance-mean 
ratio for each commodity These findings are not to be discussed 
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Fig 13 1 A regular pattern Sub post Offices in Greater Reading 



Fig is 2 ^ highly clustered pattern Women s outer clothing 
sales M Greater Reading 
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in detail because of certain shortcomings m the analysis carried 
out In calculating nearest neighbour indices the points were not 
mapped first onto a torus as recommended by Haggett et al 
(1977 p 441) to avoid boundary effects also all points for each 
commodity were considered instead of a sample {ibid p 440) 
The variance mean ratios were calculated for only one size of 
quadrat (1 km*) and again all points were included instead of a 
sample 

For these re^ons it would be strictly invalid to test these 
statistics for significant differences from those values to be 
expected under a random spatial point process However, the 
values of both indices shown in Appendix I suggest that cluster 
ing is prevalent for example only 10 commodities out of the 
137 for which meaningful statistics can be given have nearest 
neighbour indices of over 1 0 The comparatively large size of 
quadrat chosen for analysis appears to have led to some 
extremely high variance mean ratios when most of the outlets 
for a particular commodity are located m the single quadrat that 
includes most of the town centre shops (e g men s outer 
clothing ratio of 43 94) Ratios for chemists goods and jewellery 
are much higher than those measured by Sibley {\91t) m 
Leicester it seems likely that some of the contrast is due to 
differences in quadrat size chosen for analysis 

It IS clear even from these basic analyses that within umbrella 
categories such as food (Codes 101 119 m Appendix I) or 
apparel (Codes 401 416) there is a great deal of variation m the 
extent to which the point patterns for various commoditics- 
display evidence of clustering This again indicates the need for 
caution when making conceptual links between features of 
spatial point patterns and characteristics of retail commodities 
(e g Rogers 1974, p 1 16) 

Indices such as those described above although relating to 
commodities rather than broad types of shop are however 
insufiicient foundation for any attempt to classify such 
commodities Firstly, no single unambiguous measure of 
dispersion is available to illustrate the difficulties the values 
of nearest neighbour index and variance mean ratio for 
commodities in the Reading area are only weakly associated 
(r*=0 157) Secondly since nearly all commodities appear to 
possess clustered point patterns, there is no obvious means to 
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distinguish types of commodity according to some featii’-e ot 
their spatiaj dispersion 

Residential point pattci-ns 

The conclusion v\as drawn n Section 3 that measures of 
dispe-sal of retail point patterns might osefuily be related to 
characteristics of the distribution of population m the area 
concerned Rogers (1974 Chapter 8) tackled this through 
bivariate distribution functions but bis attempts to fit such 
functions to the observed distribution of population and shops 
taken together in Ljubliana were not very successful In any case 
the process of calibrating such functions appears to be complex 
and It IS not cleir whethei the moment estimators used by Rogers 
are actually efficient enough to be useful Instead some much 
more simple methods of relating observed retail point patterns to 
vanations in population density are to be suggested The results 
of one of these methods are then di'cusaed in relation to 
typologies of retail commodities 

The first step m these methods is to depict the distribution 
of residential population as a spatial point pattern If a random 
sample of popiilation is choocn the home locations of those 
chosen can form a spatial point pattern Thus» distance based 
measures of dispersion such as nearest neighbour statistics can 
be used These can then be compared with similar measures for 
the spatial point patterns for various retail commodities This will 
suggest whether clustering of outlets for the commodities is more 
or less pronounced than for the population as a whole 

A furdier step would be to examine directly the spatial 
association between the point patterns of shops and homes A 
simple set of methods of exammmg segregation in a two species 
population have been developed by ecologisla (summarised m 
Pielou 1969 pp 159 171 Getis and Boots 1978 pp 34 35) For 
example when the two patterns are both realisations of a Poisson 
process, then the value of a coeflScient of segregation (S) is 
close to zero if they are spatially associated S approaches i 

Accessibfhty analysis 

A test of the method above against the Reading data has not yet 
been carried out However some results of another method of 
analysis can be described This does not seek to relate the extent 
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of cluster ng of outlets to the distnbut on of res dentiai 
population but examines contrasts between commodities m their 
degree of accessibility for the residential population This leads 
to the tentative proposal of a new classificatorv system for retail 
jcommodities 

Points were chosen to represent the distribution of 
residential population in the Reading area as follows a regula 
sample of I in 200 registered electors was made starting at 
elector no 100 in every polling distnct and their home addresses 
were digitised This gave a total of 657 points in the Reading 
area (Figures 13 5 & 13 6) This procedure creates an unbiased 
sample but one which probably has somewhat different 
properties from a random spatial sample The mam purpose of 
taking a regular sample was to achieve full areal coverage of the 
Reading area m order to examine the effects upon accessibility of 
shop closures in the area (Guy 1977b) 

The intention was to measure from each of these points the 



Fig 13 5 Location of sampled residential addresses in 
Greater Reading 
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13 6 Scatter diagi am of accessibility and frequency of 
outlets by function 

e to the nearest outlet at which commodity i was availab 
146) From tnese data some average would t 
ed to represent accessibility to that commodity m tl 
area Preliminary analysis showed that a reduction in tl 
r of sample homes to 219 (le every 600th elector) st 
frequency dis+nbution of home nearest outlet distanc 
' similar to that derived from analysis for all 657 point 
the smaller sample of 219 homes was used in order to sa^ 
Iter processing time Further analysis showed that th 
ncy distnbution tended to be strongly skewed so tt 
re of average shortest distance chosen was the median 
? values measured 
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Values of this index expressed in metres are given in the 
final column of Appendix I A glance at this column suggests tnat 
values are strongly associated inversely with the number of 
outlets for the commodity concerned as is to be expected 
However some striking departures from this relationship exist 
(for example compare commodities 301 and 404 with similar 
shortest distances but substantially different numbers of outlets) 
It IS the extent and d rection of these departures which can 
indicate whether the spatial pattern of outlets encourages the 
consumer to adopt strategies of minimising distance or 
comparing outlets These strategies are associated with 
convenience and shopping goods respectively (see above) 

The relationship between shortest distance and number of 
outlets can be expressed m the following best fit regression 
equation 

logyt=3 796-0 580 log xi (r^^O 831) 
where yi is the index of median shortest distance for commodity 
i and xt IS the number of outlets for i m the Reading area The 
scatter diagram for yt and xt is shown in Figure 13 6 commodities 
located along the lower margin of the scatter are those at short 
distances from home relative lO their frequency oi occurrence 
Commodities along the upper margin are those at relatively long 
distance from home and thus most likely to be those which 
display marked clustering in their point patterns 

A classification of retail commodities 

These features can now be related to strategies likely to be used 
by consumers Those commodities which are relatively widely 
dispersed through residential areas or which are m any case 
usually available within a short distance of home, encourage the 
consumer to make frequent short trips and can be termed 
accessibility commodities A tentative method of definition is to 
include in this category all those commodities which are 
0) relatively easily available (at least 20 occurrences m the 
Reading area) and are either (ii) commonly available within a 
short distance of home (vi ithin 600m of home for at least 90 % 
of the sampled residential locations) or (iii) relatively widely 
dispersed (have median shortest distances of at least one standard 
esidual below the value expected from the best fit regression 
iiven above) 
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'When defined in this manner accessib lity commod ties 
include many goods commonly accepted as convenience such as 
several types of food ard newspapers tobacco products cleaning 
materials etc Other commodities often classed as durable such 
as chemists goods toys and stationery and services such as 
hairdressers launderettes and betting shops are also included 
These are listed in Appendix II to this paper 

The consumer strategy of comparing outlets for a commodity 
IS assisted where the outlets are strongly clustered The category 
comparison commodities m Appendix II includes those which 
are (i> relatively easily available fat least 20 occurrences in the 
Reading area) and (ii) relatively clustered (have median shortest 
dis ances at least one standard residual above the expected value) 
These definitions are thus comparable with those adopted for 
accessibility commodities The commodities defined in this 
manner for the Reading area include several clothing furniture 
and electrical goods generally regarded as shopping goods and 
three service uses 

This leaves several intermediate commodities which do not 
display marked degrees of dispersal or clustering in tneir spatial 
patterns in the Reading area and are not very widely available 
Most of these are well represented in the town centre of Reading 
and in the larger suburban centres These include commodities 
sometimes regarded as convenience (hardware items) or 
shopping (e g footwear) 

For completeness the scarce commodities (those with 20 
occurrences or less) are also listed m Appendix II These may to 
some extent correspond with speciality goods and show 
considerable variation in locational pattern 

CONCLDSIOMKS 

The work described above should be regarded as an initial 
attempt at improvmg methods of interpretation of retail 
locational patterns The improvements he first in examining 
patterns for commodities at individual level instead of for broad 
and possibly ill defined groups , and second in establishing 
measures of dispersion which are related to the distribution of 
population and thus to those aspects of consumer behaviour 
which in turn affect the commonly accepted typology of retail 
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commoditjcs Finally a class ficat on of retail conunodities has 
been made which is similar to previous attempts but defined on a 
more precise basis 

Some basic research questions need further mvestigalion 
for example the ways in which commodities are typically 
grouped m retail outlets the extent to which retailers are aware 
of possible advantages of dispersal or clustering and the ways m 
which consumers respond to difiTerent spatial patterns in their 
shopping behaviour In this area of lesearch it seems almost 
impossible to avoid either making unsupported assumptions 
about aspects of human behaviour or indulging in circular 
arguments Clearly many spatial aspects of consumer behaviour 
are affected by spatial aspects of retailer behaviour, and vice 
^ersa The nature and extent of these inter relationships appears 
to vary not only according to observed characteristics of retailers 
consumers and the commodities themselves but also according 
to the temporal and spatial scales adopted foranaljsis It is 
hoped that this paper has at least indicated the magnitude of the 
research problems involved and the limited degree of success of 
investigations to date 
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APPENDIX~n 


RETAIL AND SERVICE FUNCTIONS CLASSED BY 
ACCESSIBILITY 


Accessibility 


Code Description Absolute Relative 


101 

I ACCESSIBILITY FUNCTIONS 
Bread etc 



102 

Meat etc 

Ijl4c 


103 

Poultry bacon eggs 



105 

Milk 

«« 

++ 

106 

Butter etc 


t" 

107 

Fruit 


+ 

108 

\egetables 

»i|i 

+ 

109 

Canned fruit and vegetables 



111 

Packaged etc groceries 



113 

Soft drinks sweets 

«4r 


lU 

Ice cream 



115 

Fish etc and chips 


-i-T 

201 

Beer cider 

4 

T 

202 

Wines spirits 


H 

203 

Cigarettes 



204 

Tobacco cigars 



301 

Medicines (dispensary) 


+ + 

302 

Medicines (open sales) 

♦ 

4* 

303 

Surgical goods 



305 

Toilet requisites 

»!1 


409 

Knitting wool 



411 

Haberdashery 


++ 

501 

Cleaning materials 

* 


302 

Tissues etc 


+ 

508 

Timber and hardboard 


+ 4- 

514 

Pet food 

$ 

+ 

710 

Newspapers 

4‘4» 

‘rH- 

711 

Magazines 


+ + 

712 

Toys etc 



713 

Stationery 

* 

“r 

715 

Greeting cards 


i*+ 

801 

Men s bai dressing 


-^+ 

802 

Women s hairdressi''g 


+ 

808 

Sub post office 

* 

■r + -t- + 
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Launderette 


15 

Dry cleaning 

+ 4- 

24 

Betting shop 

II INTERMEDIATE FUNCHONS 

^-4- 

104 

Fish (fresh) 

-h 

110 

Groceries n bu'k for freezers 


112 

Imported meats etc 

J- 

116 

Indiar Chinese food to take away 


117 

Sandwiches to take away 


118 

Cafe snackbar 

— 

30^ 

Cosnetics perfume 

a. 

306 

Sunglasses 

— 

3J7 

Handbags 


309 

Smokers goods 

— 

403 

Sports Tiear 


404 

Women s outer clothing 

— 

403 

Womer s underclothing hosiery 


406 

Boy s c’oth ng 


407 

Girls s clothing 


408 

Infants c othing 


412 

Dressmaking material 


413 

Men s footwear 

— 

414 

Women s footwear 

— 

415 

Children s footwear 


503 

Kitchen goods 


^04 

China po tery glassware 


505 

Paint etc 

+ 

506 

Wallpaper 


507 

Ironmongery 


509 

Electrical accessories 


510 

Gardening equipment 


511 

Seeds plants etc 


312 

Flowers indoor plants 


606 

Carpets 

— 

607 

Floor co\erings 


608 

Household textiles 


613 

TV ren al 

ai«» 

615 

Radio snare parts 


616 

Reco ds tapes 


704 

Antique goods 


7C6 

Fancy goods gifts 


708 

Bool s (new) 


714 

Office stationery 


720 

Cameras etc 


■^24 

Car spares and accessories 


731 

Paperback books 


816 

Bank 
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Accsssioility 


Code 

Description Ab»o ute 

Relative 
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ri COMPARISON FUNCTIONS 

Rcstaorant 


308 

Jewellery 

— 

401 

Men $ outer clothing 

— 

402 

Men s underclothing 

— 

410 

G]o\es etc 


«01 

Furoitt-re (upbolsteied) 

— 

602 

Furniture (usSmsbed) 

— 

609 

Sof*^ furni^ings 

• 

610 

Towels blankets etc 

“ 

611 

Television radio 

— 

614 

Hi fi equipment 


619 

Electric appliances (large) 


620 

Electric appliances (small) 

— 

701 

Leather and travel goods 



705 

Watches clocks 

— — 

716 

Fosters art materials etc 

— 

817 

Estate agent 

— 

819 

Insurance loans 

— 

826 

Building supplies 


828 

Budding society 

— — 

416 

IV SCARCE FUNCnONS 

Second band clothing footwear 


513 

Animals, pets 

+ 

603 

Of^ce furniture 


604 

Second band furniture 


605 

Antique furniture 


612 

Second hand televisions etc 


617 

Musical instruments 

— 

618 

New gas appliances 

•¥ 

621 

Second band gas or electric appliances 

+ 

622 

Solid fuel appbances 

-j- j — 1" 

623 

Other heating appliances 


702 

Sports goods 


703 

Fishing tackle 

“++ 

707 

Second hand fancy goods 

— 

709 

Second hand books 


717 

Stamp and com collecting 


718 

Typewriters and dictating machines 

— 

719 

Adding machines and calculators 

— 

721 

Bmoculars etc 
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‘J22 

Home breu ing and wine making 


726 

Cycles and accessories 


119 

Camp Ho e^u p ner>t 

T 

730 

Prams and nuistry goods 

— 

803 

Women s beauty ticatm nt 


804 

Hearing a d serv ce 

- + 

805 

Optician 


806 

Sauna massage 

— 

807 

Post office (main) 

h+++) 

809 

Shoe repairs 

T 

810 

Watch and clocit repairs 


8M 

Furniture repa rs 

+ 

812 

Radio etc repairs 


814 

Laundry (collection) 

-t- 

818 

Travel agent 

— 

821 

Employment bureau 


822 

Armed forces recruitment 

+ 

823 

Funeral se vices 


825 

Studio photography 


I^otes 

1 Functions with incomplete coverage 

or of a miscella"'^us nature 


are excluded (these are listed m Appendix IV* 

2 • indicates tnat the function is accessible within 600 metres of at 


least 90 per cent of the sampled homes in the study are„ ♦ md cates 
similar access wi hin 800 m 

3 + and — s gns indicate the siae and direction of standard residua's 
from the best fit regression equation between the med an value of 
shortest home to outlet distances for the function and the number 
of occurrences of that function (see text) Nega ive residuals 
indicate better accessibility than predicted so signs are reversed 
s r < —2 5 ++++-I- 

— 25< sr <—2 0 - ++-1- 

— 2 0 < s r <—15 + + + 

--i5<sr <■ — 10 ++ 

— 1 0 < s r < —0 5 + 

— 0 5 < r < 0 5 

05<sr< 10 — 

10<sr< 15 — — 

15<sr< 20 

20<sr< 25 

2 5 < s r — 
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FOURTEEN 


S BANBRJBB AND S R JOSHI 


SPATIAL STRUCTURE OF RETAILING 
ACTIVITIES IN PUNE CITY 


INTRODUCTION 

Spatial arrangement of commercial activities in an urban area 
IS far more important than the limited amount of space they 
cover This is largely because their distribution on space reflects 
the aggregate demand conditions (i e population status) of a 
city (Goodali 1972) Their concentrated and deconcentrated 
patterns are related to the mtra urban mobility and the social 
status of the people The number and the size of the retail un ts 
on the other hand depict the economic characteristics of the 
population The overall distribution and nature of commercial 
activities have been found to closely follow the distribution of 
population m many metropolitan cities (Racine 1973) Therefore 
commercial activities in an urban area have varied locations 
Location of highest accessibility and centrality in the city core is 
found side by side with arterial locations Sometimes random 
distributions throughout the city with low threshold market is 
also a phenomenon (Boyce 1974) All these patterns and sub 
patterns are primarily the outcome of interaction between 
demand and supply sectors because population happens to be 
one of the direct forces that changes commercial structure m a 
city (Simmons 1964) This calls for a study on the dynamism of 
mtra urban commercial pattern focussing the growth maturity 
and decline of commercial areas together with the population 
change 
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The present study attempts to analyse the charges ^hat 
took place m the spatial structure of commerc al actAities-* 
m a period of twenty years 1961 i981 Special care has bei^n 
taken to br ag out the relationship between population termed 
as demand sector and commercial units termed as 'supplj, 
sector 

Bevjew of spatial stracture of commerce in Pune 
Agglomeration of non residential activities in the town centre 
ultimately leads to congestion Hence shift of shopping activity 
from the town centre to the adjoining areas especially u-ea the 
town IS old IS a common feature Space in town centre is always 
scarce and restricted In town centres of old cities howeve** the 
street network is older and hence na’row and constnct ng In 
some cases it forces the concentration of shopping actn ty 
the adjacent areas as in 20ih cenlurv Oxford on Rouen ^Ga aier 
and DeJobez 1977) Thus the road networl of the urban core 
besides conferring an enormous privilege of accessibility also 
causes a serious handicap This aspect of an old town 
centre with mixed activity (i e commercial and residential) is 
found to be present in the core area of Pune city Laxmi Road tne 
major retail trade area of the city is not exclusively commercial 
Quite a considerable portion is occupied by residen+ial activity 
Moreover though the area enjoys a fairly high degree of acces 
sibility this locational advantage has been largely diminished by 
the constricted road network of the area 

Within the core area also the commercial pattern has under 
gone considerable change When Poona was a small village the 
market was situated m the Kasha area later to be shifted to the 
Shaniwar ware outside the royal residence during Maratha rule 
During the later part of the Peshwa period the roam shopping 
activity shifted to Raviwer ward m a north south alignmenr 
During the British period east west area became more 
important Since then only Laxmi Road became an important 
retailing area (Deshpande 1978) 

In 1822 Budhwar Raviwar and Shul awar lOgethe 
accounted for more than 50% of the total commercial establish 

♦For the present analysis only retailing and wholesaling have been const 
dered as commercial actn ities 
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ments These wards were experiencing high density of population 
median location and better accessibility From 1822 to 1940 
Poona developed as an administrative and educational centre 
With further population growth and physical extension of the 
city and extreme congestion m the core area commercial 
activities started getting decentralised From 1940 50 influx of 
refugees helped maintain the above trend and population 
increased by 85% Introduction of city bus service as means of 
mass transportation earned this process farther 

Besides the commercial core the arterial pattern commer- 
cial activity came into being Major roads cutting across the 
well developed residential a eas m Sadasbiv Peth Deccan 
Gymkhana and the newer areas in the periphery are good 
examples Arterial shopping areas in Tilak Road Karve Road^ 
Fergusson Road are characterized by maed functions or neigh 
bourhood functions e g grocery bakery food stores etc that 
serve the local residential areas 

Apart from the above pattern commercial activity has 
recently developed in the high class residential districts which 
have grown m ihe redevelopment process after the 1961 floods 
Mukund nagar colony in Gultekadi Sahakamagar Padmavati 
Mitramondai colony m Parvati Deepnagar and Gokhalenagar 
colonies in Shivajmagar are apt examples 

Mention should also be made of retail clusters with low 
threshold convenience goods shops These are located in low 
class residential areas and in slums along Shojapur Road 
Nagar Road extension of Karve Road to Kothrud Yeravada 
Parvati Dapodi Bopodi etc (Fig 14 1) 

Pattern of concentration 

In 1961 six peths located at the heart of Pune city with a central 
location were having the highest concentration of retail units * 
The areas were Nana Bhawani Sbukrawar Budhwar Raviwar 
and Sadashiv housing more than half of the total retail units of 
the city (56 17%) within a very small area Apart from this 
major concentration Ganesh Kasaba Saniwar and Naravan 
Peths which are also located very near to the core area had 14°o 

*Kirkee and Pune cantonment areas have been excluded from the pre 
sent analysis duo to non availability of data 
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1?1G 14 1 Pune city Administrative divisions 


1 Somwai 

2 

Mangalwu 

3 Rasta 

4 

Nana 

S Bhavani 

6 

Gatj 

7 Ghorpade 

8 

Gultekadi 

9 Bibvewadi 

10 

Guruwar 

i Shukrawar 

12 

Budhwar 

3 Ravi war 

14 

Oanesh 

5 Shaniwar 

16 

Kasaba 

7 Narayan 

18 

Sadashiv 

9 Parvati 

20 

Dhankavadi 

1 S'lnajisagar 

22 

Erandvana 

3 Kotbnid 

24 

Hingane 

^ Randbawa 

26 

Ghorpadi 

7 Bund Garden 

28 

Yeravada 

19 Dhanon 

30 

Lohagaon 

I Wadgaonsheri 

32 

Bopodi 

13 Aundh 

34 

Pasban 

5 Hadapsar 

36 

Kondhawa 

57 Wanawan 

38 

Eatraj 

19 KaJas 

40 

Dapodi 

U Pune Suburban 
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no total retail units Thus 70% of the total retail unit 
were concentrated within a very small area m the centr 
e city (Fig 14 2) 


I 



Fig 14 2 Concentration of retailing units Pme city 196 1 

After twenty years in 1981 the pattern of distributior 
os m Pune snowed some changes Bliawani, Nana Budh 
iwar Sadash v and Shukrawar still are the major concet 
I areas housing 58% of the total retail units of Puns Be 
core area three new residential areas e g Shivajmagar Er 
la and Parvati also show a high concentration of soops 

0 of the total Together the core and the newer areas com] 

1 of the total retailing units of the city (Fig 14 3) 

When the map of concentration, areas of shops is comp 
1 the map of shop size, the trend becomes clearer (Fig 1 
‘as having the biggest size of shops with largest employe 
hivajinagar a high class residential area located to the nc 
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Fig 14 3 Erne city 1981 Concentration of retailing units 
{only shops) 

west of the co-e area Areas having the next range of shop- 
size IS the core area Erandwana and Parvati Another a'ea with 
high employment in shops is Gnltekad which has very recently 
been developed as a wholesaling district 

Relationship between demand and supply sectors 
Correlation co efficient between population density (considered as 
the demand sector) and number of commercial units (considered 
as supply sector) for 1961 and 1981 has been calculated R values. 
for both the years were 72 and 75 respectively mdicating a posi 
tive but medium degree of relationship between the two variables 
Regression analysis has been then earned out of the same data 
to bring out the inter action pattern between the two sectors in 
each peth [Fig 14 5(a) and 14 5(b)3 

Definite groups of peths can be traced from the regression 
diagram For 1961 groups of peths have been identified accordmg 
to homogeneity in the relationship between population and shops 
m the following manner 

(0 Peths with less than 20 000 people and shops less 
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Fig 14 4 Size of retailing units Pune city, 1981 
than 100 

’) Peths with population of 15 000 — 30 000 and sh< 
ranging from 100—400 

Peths with population of 30 000—50 000 and sh 
ranging from 400 — 800 

belonging to the last category were having retailing a 
activity But these areas were also simultaneoi 
encing residential activity as evidenced from the la 
1 of population However Budhwar peth stood out 
te type as a major commercial area with a population 
9 067 but with I 310 shops 

1 1981 ihe number and range of groups were not the sai 
& m population size and number of shops were the ma 
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Fio 14 5(<i) Regression line for population and nu 
shops Fme 1961 


reasons behind It The groups of 1981 have been ar 



follows 


f 

(1) 

Peths with less than 15 OOO people and shops 
100 

! 

(2) 

Peths with les<i than 50 000 people and shop 
100-400 

1 

(3) 

Peths with less than 50 000 people but sho 
from 400 — 800 

V 

t 

f 

(4) 

Peths with less than 50 000 people but sho 
from 800 — 1 600 

(5) 

Peths With less than 30 000 people but shops 

1 600 

1 j* 

* 

(6) 

Peths with more than 50 people and shop 

than 1 600 


Considering the overall size of population and sh 


^ be concluded that peths belonging to Group 5 are 

i 
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; 14 5(6) Regression line for population and number of 
shops Pune 1981 

rcial areas while peths belonging to group 6 are commer 
as with mixed residential activity 

s of residuals 

Ganj Nana Shukrawar Budhwar and Raviwar Peths 
11 show ng positive deviation values Non residential 
s ir these areas can be said to have a slight dominance 
le residential ones But Sadashiv was showing a negative 
ndicating that in 1961 population was comparatively 
48 181) than the number of retail units though the area 
ving very high concentration of retail runts Budhwar and 
peths yield the highest positive values forming the retail 
f CBD in Pune m 1961 with population of 29 067 and 
respectively Naravan situated south of Sadashiv at the 
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edge of the core however, was giving positive results because 
population was relatively smaller than the number of shops the 
»he concentration of retail units was not that high The maj 
esiduals presents the picture clearly (Fig 14 6) 



Fig 1 4 6 Residual map showmg relationship between populat 
and. retailing imits, Pune city 1962 

In 1981 the relationship between the two sectors chang 
y then the process of decentrahzation due to population si 
IS started Nana and Bhawam agam give +1 deviation valu 
lukiawar however giving very high +3 values can claim to 
eluded in the CBD core together with Budhwar and Raviw 
all these 3 peths population has decreased from 1961 to IS 
tablishrag their major activity as non residential Gane 
asaba Shaniwar Somwar and Ghorpadi which were grvi 
gative residuals in 1961 give positive residuals in 1981 T 
ange might be a result of the extension of the mam busins 
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area into these adjoining petlis Population has increased to a 
veiy small extent in all these peths from 1961 — 1981 Sadasbiv 
gi\es a value of residuals with a large population Position of 
Parvati and Shivajinagar shows that growing competition for 
land from non residential users in those areas have already 
started The map of concentration shows that in 1981 these 2 
areas were experiencing concentration of retailing activities 
However the primary activity here is residential as evidenced 
from population figures Erandwana is showing positive values 
in 1981 indicating decentralization of retailing activity in the 
peripheral areas along arterial routes The area is higher and 
middle class residential area with a number of large departmental 
stores (Fig 14 7) 



!Fig 14 7 Pune city 1981 Residential map showing the 
relationship between population and retailing units 
shps) 

CONCLUSION 

The above analysis reveals the trend of retailing activity in Pune 
-over a time period of 20 years from 1961 to 1981 For Pune 
there 20 years are very important because the spurt of industrial 
activities which rapidly transformed the nature and face of the 
■city started only during the early 60 s The spatial pattern of 
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retail ng corroborates th s fact the central zed reta 1 act v t n 
the hard core of the citv in 1961 experienced decentrahzat on to 
a large extent during 61—81 As population of the city grejv 
enonnaly retailing had to serve its growing demand and conse 
quently there was spill over of the hard retailing core m the 
adjoining areas Further, many newer residential areas of high 
middle and low income groups evolved ail over +he city This 
led to multi nucleation or poly nucleation of re+ailrag activi* es 
Its degree and quality depending on the socio economic status of 
the residential areas 


FOOTNOTES 

1 As data for peths the administrative units of the mumapal corpora 
lion was not available population data was collected froin the 
Census office for wards and then transformed for petlis 

2 Data of shops and commercial units have been collected personalty 
from Shop Inspector s Office PMC 
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C JOHN LANGLEY JR 


HIGHWAYS AND PROPERTY VALUES 
The Washington Beltway Revisited 


This study is a continuation of an investigation of the impacts of 
the Washington Capital Beltway (I 495) on residential property 
values m the adjacent community of North Springfield Virginia 
A 17 year (1962 1978) time senes of property values represents 
i.he longest continuous longitudinal data base used in any analysis 
of highway impacts on residential communities The results show 
conclusively that properties near the highway increase m value 
at a rate less than those more distant It was found that properties 
in proximity to I 495 sell for approximately $3 000 $3,500 less 
than the others 

Today s society has placed an extremely high priority on 
the development of transportation systems that will facilitate the 
movement of both goods and people in a swift and reliable 
fashion and with the greatest convenience comfort and pnvacj 
Although conflicts of interest are inevitable on the design and 
modification of alternative systems transportation planners attempt 
to select those projects that will provide the greatest net benefit 
to society As a result there are a number of tools and techniques 
available for facilitating the integration of social impacts into the 
transportation planning process ‘ Although efforts to gam a more 
meaningful understanding of the benefits and costs of transporta 
tion improvements have considered a number of modal 
scenarios a predominant share of attention has been directed 
toward the case of highways 

Specific benefits and costs that are likely to be associated 
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w th the construct on or improvement of a 1 m ted access highway 
are noted below Benefits have been divided into two classes — ■ 
those for which highway users are the principal beneficiaries and 
those that represent a gam accnnng primarily to nonusers 
alternatively because a dichotomy of costs by user status would 
represent a more narrow less meaningful perspective costs have 
been considered as being either direct or indirect 

1 Benefits (a) for the user — accessibility (speed and 
reliability) fuel cost savings maintenance cost savings (vehicular) 
safety comfort and convenience and aesthetics of travel , and 
(b) for the nonuser— reduced congestion in general area 
economic efficiency property value changes economic develop 
ment and income and employment and 

2 Costs (a) direct — right of way acquisition construction 
improvement maintenance operation and relocation and 
(b) indirect — loss of tax base provision of additional community 
services degradation of community qualities property value 
changes environmental degradation and loss of income and 
employment 

In order to achieve a greater understanding of the extent 
to which the net of highway benefits and costs is reflected m the 
values of nearby residential properties I conducted and reported 
the results of a time series analysis of residential property values 
along a portion of Interstate 495 (the Washington beltway) ® The 
research methodology included an analysis of sale resale data 
during the period 1962 through 1972 exhibited by 1676 residential 
properties A principal finding of that study was that those 
properties in North Springfield Virginia located m proximity to 
I 495 exhibited a tendency (particularly during the last 3 years of 
the time senes) to increase in value at a rate significantly less 
than that for properties more distant from the highway The 
study results suggested that highway related environmental 
externalities were responsible for a lowering of values of nearby 
properties compared with those of properties more distant from 
the highway Aside from the specific findings of the study the 
effort was notable in that it represented the first attempt to 
analyze the impacts of a highway on residential property values 
through the construction of a time senes of property value index 
numbers 

The study reported in this paper is a revision and update of 
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Ihe findings of the earlier study based on the addition of several 
more years of data to the already existing time series As a result 
17 years of data (1962 through 1978) were made available for 
analysis This study incorporates a longer time senes of resi 
dential property sales data than has been used previously m any 
investigation of the effects of highways on property values 
Following a brief review of the recent literature and a profile of 
the highway community interface that exists m North Springfield 
a summary of the methodological approach and the results 
achieved is presented 


RECENT LITERATURE 

An examination of the published literature indicates that a 
continuing high level of importance is attached to achieving a 
greater understanding of the determinants of relative house and 
land prices In addition recent research efforts have placed 
added emphasis on how neighborhood amenities are valued by 
people and how such values are translated into pnces of land 
and/or improvements 

Although It pieceded publication of the earlier Washington 
beltway study a number of empirical efforts into the determinants 
of relative house pnces were surveyed ® Emphasis was placed on 
the inclusion of studies that served to isolate and quantify a 
variety of attributes associated with housing particularly those 
that were related to environmental qua’ity ui both a physical and 
a social context Each of the studies selected for discussion was 
limited somewhat in that its respective methodological approach 
incorporated the use of regression analysis (and factor analysis m 
some cases) as applied to cross section data None of those 
surveyed were based on time series of data 

A recent study analyzed the impact of railway externalities 
on residential prices * Another research effort measured the 
extent to which variations m levels of local property taxes and 
public expenditure affect residential property values Alterua 
tively the technique of using a time senes of property value data 
was employed in a study on the effects of airports on land values * 
The procedure followed was to measure changes in mean selling 
pnces for various study areas at differing distances from the 
airport 
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Contemporary interest has shifted somewhat from attempting 
to explain variation m house or land prices to estimating 
the implicit valuation of the specific locational features or 
amenities that have a major impact on the selling prices of 
properties ' The major research questions raised collectively 
focus attention on topics such as the relative usefulness of land 
only versus the selling prices of land plus improvements the 
extent to which hedonic prices (assumed to be equilibrium prices 
paid by informed willing buyers) are representative of the more 
theoretically acceptable willingness to pay prices and the 
development and refinement of models and techniques for 
estimating price gradients for a number of amenities simultane 
oualy Finally a cross section of residential property values was 
used to determine a set of implicit marginal prices for air 
quality ^ In combination with income and other variables, he 
prices are incorporated into a two equation demand and supply 
model Results are expressed m terms of both price and income 
elasticity of demand 


STUDY AREA DESCRIPTION 

The predominantly residential community of North Springfield is 
located in Fairfax County \ irgima along the southwest portion 
of the Washington beltway The study site is bisected by the 
highway and residential structures are limited to single family 
dwellings, of which there are nearly 1 700 As computed from 
Fairfax County courthouse records property sales prices averaged 
%22 456 m 1962 833 440 in 1970 and 565 182 for the first quarter 
to 1978 Numbers of property turnovers per year were typically 
between 125 and 200 Additional descriptive information regard 
mg the study site may be found in Langley ® 

As indicated in Fig 15 1a variety of highway related changes 
has taken place in the time penod of interest with the most 
notable occurring m recent years The first is that data from the 
Common wealth of Virginia^* indicate that average daily trafSc 
(ADT) volumes have risen from 8 845 vehicles/day m 1961 1962 
to 113 790/day m 1978 Second a widening of the relevant section 
of I 495 from two lanes in each direction to four lanes begun 
in 1974 was completed in 1977 Third, noise barriers were cons 
tructed beginning in 1974 in a continuous pattern on both the 
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1 1/ r 



]5 1 Traffic profile of 1 495 North Springfield !■ igma 
1959 1978 

ad south sides of the highway right of way and minor 
ms to the existing walls were being made as recently as 
echmcally the barrier type is metal wall on earth berm 
height of vhe barrier above the road is 7 6 m Federal 
y Administration (FHWA) tests have concluded that 
vels m proximity to the highway have been reduced by 
nately 15 dB (A) thereby reducing loudness at Jeast by 
n addition to measuring the effectiveness of various types 
barriers the study evaluated the accuracy of the FHWA 
' Traffic Noise Prediction Model It is interesting to note 
same section of the Washington beltway investigated in 
T reported in this paper was also inc''uded among the 
cted by FHWA for noise barrier analysis As a result 
lal visits to the studv site before during and after such 
ion It was evident to me not only that noise levels had 
ered as a result but a’ so that the highway itself was much 
jsive, and generally less noticeable 
1 overall sense therefore, North Springfield continues 
e type of community that lends itself appropriately to a 
iighway impacts on residential prOpertv values While 
nt stabilit} in the area under study is certainly an 
from the perspective of research methodology the 



3S6 Urban Economics 


general absence of non highway related externalities is respon 
sible for a high degree of homogeneity among properties m the 
area 


METHODOLOGY 

For purposes of analysis the 1676 study area properties were 
segmented into three groups The impact zone (consisting of 
1 056 properties) was defined to include all properties m such 
proximity to the highway that it could be documented that resi 
dents were subjected to a continuing existence of highway 
oriented disturbances The results of the earlier study suggested 
that a distance of 1 125 ft (343 m) represented an appropriate 
delimiter and this measure was used once again in this study 
Second the subset of impact zone pioperties that were located 
immediately adjacent to the highway were classified as abutting 
properties (99 m number) Finally those properties beyond the 
boundary of the impact zone were referred to as being located in 
the nonimpact zone (610 in number) 

The research plan included these two major objectives 
(a) to construct for each distance related category a time senes of 
property value index numbers that could be used to describe the 
behavior of aggregate property values over time and (b) to 
compare statisticallv the yearly index numbers among the various 
property classifications to determine whether any significant 
differences exist To the extent that discrepancies are noted, it is 
accurate to claim that highway related environmental extern^ities 
are the primary contributing factors 

In order to accurately interpret the study results it is neces- 
sary to recognize an important distinction that must be drawn 
between rate of price appreciation and total or gross impact on 
property values The former places no restriction on the actual 
years to be included in a highway impact study while the latter 
would certainly require the measurement of effects on values 
beginning before construction or even anticipation of the highway 
The approach taken m this study emphasizes the rate of price 
appreciation 

The methodology for price index construction used in this 
study incorporates only sale resale pairs of property transaction 
values and employs regression analysts to estimate the index 
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numbers ® Courthouse records from Fairfax County mdi 
cated that a total of 1 322 valid pairs of study area property 
transactions were recorded for the years 1962 through 1°78 Pnor 
to the regression analysis all property sales values were debated 
by using the implicit price deflators for gross national product 
Although the tune senes of interest began in the year 1962 
(the first full year in which the highway was opened to 
traffic) the base year for applying the price deflators was 
selected to be 1959 (the year in which the first property sales were 
recorded for the study area) 

Finally it is important to understand that the general 
approach of this study is valid even when one considers some of 
the recent findings regarding the appropriateness of methodologies 
for studying the impact of location dependent amenities on pro 
perty values For example one study suggests that regression 
studies cannot be used for predictive purposes except to the extent 
that the city is small and there is mobihty among cities^® 
This means that property values at a particular location depend 
only on amenities (and other relevant variables) at that location 
Aside from the fact that the approach of this study is not 
regression oriented in the same sense as referred to bv those 
authors the nature of size and mobility characteristii^ has no 
direct bearing on an interpretation of the results This is because 
the study findings are expressed in terms of differences in rates of 
price appreciation among the various North Springfield property 
groups and no attempt is made to denve an implicit generali- 
zable valuation for the existing externalities 

FINDINGS 

Table Is 1 summarizes a variety of residential property sales data 
for North Springfield during the years 1962 through 1978 All 
valid property transfers are included and in addition to being 
presented for all properties yearly information is subdivided by 
property category Two principal observations are notable 
(a) the mean selling price of abutting properbes tended to be lower 
■on a year to year basis than for the other property types in the 
study area and (b) yearly increases m the mean selling prices of 
impact zone properties approximated those of the nonimpact 
zone The former is explained largely by the fact that abutting 
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properties were priced lower than other properties during the 
early years of the time senes and the discrepancy has continued 
throughout the period under consideration The latter observation 
could be construed to imply that the existence of highway 
associated externalities is not reflected in property values since 
the averages lemain approximately the same throughout the 
17 years AlS will be indicated subsequently such a conclusion is 
not only prematuie but inaccurate 

The results of residential property price index construction 
are exhibited in Table b 2 by distance category In addition to the 
> early inoex numbers the logarithms and standard errors of the 
logarithms of the index number are shown as well as the total 
number of initial plus final sales m each year The three time 
senes of index numbers are depicted in Figure 15 2 Major observa 
tions of interest include the following (a) the time series of 
index numbers for abutting properties consistently shows less 
than comparable figures for impact and nonimpact zone properties 
(aside from the slight aberration of data m the year 1974) 
(b) with the exception of one year early m the lime senes index 
numbers for impact zone properties are less in magnitude than 
tnose for nonirauact zone properties and (c) the apparent diver 
gences among index numbers of various property types are the 
greatest m years subsequent to 1973 It is evident therefore, that 
properties nearer the highway exhibit a very definite tendency to 
increase m value at a rate less than those more distant from the 
highway 

One tailed student t tests were used to test for statistical 
significance among the various index number differences noted 
abo\ e Table 15 3 notes those pairs of index numbers for which the 
differences were found to be significantly different at the 10 per 
cent level or better While 12 of the 17 years in the time series 
are represented in Table 15 3 a preponderance of attention is 
focused obviously on the years from 1970 to 1978 These findings 
lend conclusive support to the contention that highway related 
environmental externahties from 1 495 are responsible for an 
adverse impact on nearby residential property values in North. 
Spnngfield It IS quite likely, however, that the widenmg con- 
struction from 1974 through 1977 wia responsible for a portion of 
the differences m recent years that are apparent in Table 15 3 
An added feature of Table 15 3 is that the significantly different 
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Fig 15 2 Pipperty value price indexes 1962 1978 

numbers are transformed into dollai diiferences that have 
inflated to reflect real dolla" values in the respective years 
; are shown in column 7 of Table 15 3 Although the value 
ences are greatest for abutting versus nonimpact zone 
^rties the recent differences between impact and nonimpact 
properties are more representative of the impact on nearby 
^rties in general With reference to the dollar differences 
1 m the bottom portion of column 7 of Table 15 3 therefore 
be stated that properties m proximity to the highway (within 
ft) sell for approximately $3 000 S3 500 less than equivalent 
rties located farther from the highway 

EVALUATION 

tudy proves conclusively that highway originated environ 
J externalities are the major cause of an inverse relationship 
-en yearly mcreases m North Springfield property resale 
and proximity to 1-495 Aside from simply revising and 
mg the results of the earlier study the current effort found 
cant differences among distance related property value index 
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numbers in 12 of the 17 years under study Although significan 
differences were found n each of the latest nine years in the time 
series under study it is likely that the highway widening construe 
tion from 1974 through 1977 bad some impact on the magnitude 
of such differences m those particular years In general therefore 
the overall results justify a much stronger statement concerning 
highway impacts on property values than did the findings of the 
1962 1972 analysis An additional contribution of this study is 
that the length of the time senes {17 years) was unprecedented in 
previous highway impact investigations 

Although the study findings are valid in a statistical sense ciu 
tion should be exercised regading their overall generalizability It 
would be misleading to attempt to apply the results of this study 
directly to the situations of other highway community interfaces 
It would be very useful however to employ the methodology and 
procedures of this study for the purpose of gaining insight into 
the net economic impact of highways on property values m other 
areas 

It was interesting to note that noise barriers had been con 
structed along the right of way boundaries of the Washington 
beltway m North Springfield and that reductions of up to 15 dB 
(A) m noise levels were estimated As a result the loudness of 
traffic noise has been reduced by at least onchalf Unfortunately 
such improvements occurred so recently that any possible impact 
on property sales values could not have been detected Perhaps a 
future study may investigate this While it is well documented 
that highway originated disturbances can have adverse impacts on 
the values of nearby residential properties it will be interesting 
to see if such a trend reverses given that the level of disturbance 
has been reduced significantly 

Finally, it is appropnate to mention that the findings of this 
study are quite consistent with generally accepted theories of 
capital asset pncing That is each yearly deflated housing price 
actually represents the present value of a stream of anticipated 
housing services and locational amenities If such anticipations 
were to have remained constant over time no changes in deflated 
housing pnees could have been expected Property sales prices 
in North Springfield did change throughout the period under 
observations however This phenomenon can be attributed to 
two general factors (a) changes in the level or degree of an 
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xtcmality and (b) changes in consumer attitudes (preference or 
tastes) toward an externality Traffic volumes on I 495 (level of 
externality) have increased quite dramatically and without anv 
doubt people have become much more cognizant and concerned 
about environmental issues including traffic-generated noise and 
air pollutants since the environmental movement began approxi 
mately with Earth Day m 1969 Also the construction that took 
place in order to widen the highway and the erection of noise 
barriers must be regarded as having been annoying sources of 
environmental externalities These had an adverse impact on 
those residents in proximity to ihe highway 
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THE PROBLEM OF PEAK LOAD PRICING 


INTRODUCTION 

This paper discubses the peak load pricing problem m the frame- 
work of urban transpoitation Professor William S Vickery wrote 
[13 p 452] In no major area are pricing practices so irrational 
so out of date and so conducive to waste m urban transpor 
tation Two aspects are particularly deficient the absence of 
adequate peak off differential and the gross underpricing of some 
modes relative to others ' 

As it IS well known traffic congestion results from not using 
a proper price mechanism A relatively low price charged during 
peak periods invites an excess number of road users during peak 
periods This would imply inefficient allocation of road users 
for traffic congestion results from too many users during peak 
periods and fewer users during off peak periods 

If we can persuade the peak period users to switch to the off 
peak period users we may be able to solve the problem of traffic 
congestion This is where the price mechanism comes in (Of 
course we are here ignoring the fact that people have to use 
roads during peak periods to get to work However we can 
persuade some peak period users to abandon their automobiles 
for mass transit ) A relatively lower price charged dunng peak 
periods and a lelatively lower price charged during the off peak 
periods would accomplish the transfer of some of the peak period 
users to the off peak period users 
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The proper use of the price mechanism w jl thus theoretically 
solve the problem of traffic congestion but t will create another 
form dable problem— the problem of inequity A higher price 
charged to the peak period users reduces traffic congestion only 
by denying the poor their right to use the roads during peak 
periods Jf this policy is pushed too far we can conceive of a 
situation where the peak period road use is limited only to the 
rich and mass transit to only the poor 

We face therefore a problem of choice between various 
combinations of efficiency and equity What we should aim at 
m this regard is to set price so as to maximize welfare and to 
achieve allocative efficiency 

We believe therefore that the pricing of public facilities 
such as transportation should be used as a possible means to 
direct a smooth flow of traffic and to enhance social welfare by 
income redistribution 

In what follows therefore we use a rather general social 
welfare function le a linear function of individual utility 
functions with weights With this formulation we explicitly take 
into consideration the fact that society does not value equally a 
dollar received by its members 

Our problem is then to accomplish Pareto optimality by 
setting up proper price levels and by redistributing income This 
framework is a follow up of three papers by Mohnng,® Marcband* 
and Sherman ® We will show that given today $ pricing practice 
of urban transportation service a strict adherence to marginal 
cost pricing does not yield Pareto optimality Rather a systematic 
deviation from m rgmal cost is required for attainment of 
maximum social welfare 

THEORETICAI- FRAMEWORK 

In this economy there are n consumers (i—1 2 n) and each 

derives satisfaction from f* peak period auto travel off peak 

period auto travel, and from consuming units of composite 
commodity x* Each consumer possesses a utility function of the 
form 

(i) 
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Utility functions are quasi concave continuous, and twice 
differentiable 

Average input quantity required to provide a unit of is 
represented by composite variables (including fuel tires vehicles 
etc S’ I e 

( 2 ) 

and S'a~S’a (^a) 

gj IS a convex twice continuously differentiable function of total 
traffic fj and will take a form presented in Figure 16 1 

Figure 16 2 shows the form of gg where no trafl5.c congestion 
exists Under congested conditions an additional vehicle journey 



Fig 16 1 Fig 162 

will add to the traffic congest on The vehicle will get in the way 
of other vehicles using the road and will cause their cost to 
increase as they waste more tinm in traffic jams and incur higher 
maintenance costs per mile m the dense traffic This is why gj is 
upward sloping in Figure 161 

The total amount of resources used for travelling is O 

(3) G=gi ti+g tj 

G and X are related according to the following transforma 
tion function 

(4) /((? r)=0 

The price of g m terms of X is denoted by With the 
'price P per unit of ft X as numeraire and y as the con 
sumer s income the budget constraint of the mdividual is 
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, (5) Pi Pa x*-= y 

From the first order conditions for maximization of(l) 
subject to (5) we obtain the following demand functions 

! (6) /i*- 4 (P , Pa j;*) 

(7) 4= 4 (Pi. /) 

(8) x= X* (Pi, Pa /) 

B 

^ 1 e , the demand functions are interdependent 

’ Now our task is to maximize social welfare — a linear function 

of individual utility functions with weights This is 

(6) Max P* u itl t , x^) 

Pi Pa ^2 ^ ^ 

subject to various contramts in order to find price levels and 
income redistribution 

1 Case I Two trarel modes model without special constraints 

1 Each consumer has a choice of purchasing various combmat ons- 

' of ti la ^ Our problem here is to find optimal levels of P^ 

^ and Pa in terms of the numeraire X and the optimal condition for 

> income redistribution that will give the maximum social welfare 

We can formulate our problem as follows 



(1) 

Max P* u\tl t\, x) 
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where the Greek letters at the nght denote the Lagrange multi 
pliers associated with the constraints The first order v^onaiiions 
for a maximum are 

f 

i i ^ 's c ti M l m oils 

(7) 5, ^ ^ ~ 



“'“2, 8i>, 

ft ft € 

(8) '2 

i i i dti 7^3^ 

(9) 

(‘p- <*,{ 8,+ 'x^}=0 

ao) 

l*X~ 

(11) 

JL 3/ n 

(12) 


(13) 

i i 

?fj dt^ pj.f 

8‘A‘ M fey-o 


where A is a Lagrange multiplier attached to the budget cons 
traiQt (5)* on page 396 We use these first order conditions and 
the following relations (14) (15) (16) and (17) 

n i i 



dh 

W'^ 


for k—1 2 3 ;==1, 2 

where Skt s are the Hicks Slutsky pure substitution effect of the 
puce change m Pj on a Of course, when k~3 (14) is 
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where w IS the price of g in terms of X And also 
(17) JPi5ii+J®aiS'ai4'*y»i<“>Pi'Slia+i*25;ta+^B3=^ 

From these equations (identities) and the first ordei 
conditions we obtain finally* 


(18) 

Sti Sfii 


fix 

-Pi 


Sxa 

I0» 


nX 

_ fiX 

-p^ ^ 


where 


(19) 

_£:Cc=,« ' 
(IX 1 

- \ 

l^MCi 

(20) 

ttA 

— s=7S ' 

ftx 

[ gi j=ACix= 



Jl/Ci is the marginal cost of the peak period auto trip AC^ 
18 the average cost of off peak auto trip The first matrix on the 
left IS positive * We can conclude then that 

(21) MCi=»Pi and 

and we can show that the condition for optimal redistribution of 
income is 

( 22 ) 

where A s and j8 s, respectively represent the marginal utilities 
of income and their social weights We obtain (22) only when 
P asikfCt The relation (22) implies that an additional dollar of 
income spent by any consumer incurs a social cost exactly equal 
to unity, and that each consumer gets the same level of satis 
faction from the additional dollar of income spent 

AH of these results are expected — maximized social welfare, 
optimal distribution of resources and optimal redistribution of 
income — in an ideal economy where price reflects marginal cost 
and perfect competition prevails In the following cases we took 
into more realistic situations where pnee does not reflect marginal 
cost and/or price is required to deviate from marginal cost m 
order to render a higher social welfare 

Case H The single price constraint 

The most often criticized pnemg practice of urban automobile 
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lack of price discrimination between the peak period 
olF peak period users Our problem here is to find 
price level given an added constraint that the same 
rged in peak and off peak periods 
formulate this problem as follows 
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(12) 

MC^ Pi<0 

and 


and (13) 

^22 Ssi 

SiSi Sii 

ic (14) 

~S J— 5i <0 

and 

5i*+S'u<08 


But since Si 2 =Sii, we can have tbe following inequalities 

(15) — 

which means that a decrease in the peak period travel when the 
price of the peak period travel increases is greater than an 
increase in the peak period travel when the price of the off peak 
travel increases and that an increase m the peak period travel 
when the price of the off peak travel increases is greater than a 
decrease in the off peak travel when the price of the off peak 
travel increases 

From our current traffic situation (15) is the most plausible 
situation Therefore under (15) the condition (12) is satisfied i e 

AfCi< P i and ACt<Pi 

That iSj under the single price constraint the price of the 
peak penod travel is greater than maigmal cost on the one hand 
and the price of the off peak period travel is greater than its 
average cost (= marginal cost) 

The condition for the optimal income redistribution in this 
case IS 

(14) W^XJ 

where W *— — j 

^ (MCit^Pk)+l 
Q 

where k~ I and 2 1 for the peak period auto users and 2 for the 
off peak period auto users The implication of this optimal 
condition IS that income redistribution would favor the off peak 
penod users 

Case III The peak period users are paj^ng only average cost 
Jn this situation the peak period automobile users are paying only 
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cost 1 e average cost rather than marginal cost 
cost they are imposing on their fellow travelers and 
can formulate our problems as follows 
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blem IS to find the optimal price level for Pit ® 
for the off peak penod users given the fact that the 
users are being charged only the« average cost 
e first order conditions we can derive 
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From (12) and (13) we can derive by eliminating 

fiX 

S ^ 0/1 

But since Pi=ngi<AfC, the second term in (14) is positive 
Hence 

(15) 

That IS the olf peak period users should be charged less than 
their average cost when the peak period users are paying only 
their average cost 

We obtain the same condition as Ose II for the optimal 
income redistribution 


Case IV The deficit constraint 

In Case III the peak penod users are paying only their average 
cost and the off peak period users are paying a price less than 
their average cost Out analysis has shown that the situation 
there presents an optimal case but one problem is that a govern 
ment agency responsible for providing transportation facility will 
be in debt m such a situation In case IV therefore we set a 
deficit limit This constraint could very well be such as to require 
the agency to operate on a self supporting basis 
We formulate this problem as follows 

(I) Max P 4 ) 

El P 2 X G y* 
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wliere D is the deficit limit 

From the first order conditions we derive 


( 8 ) 

where 

( 9 ) 

and 
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where to repeat S=iSii52a“^i85^2i>0 The Lagrange multiplie’'S 
jix and jua can be interpreted as the rates at which welfare 
changes with increases respectively in the resource X and m the 
allowable deficit D Therefore we can say that jwi>0 and fix>0 
Also we know that Sii<Q <Sj8<0 5ij=iS'gi>0 Therefore the 
quantities in brackets in (11) and (12) are negative Therefore we 
can conclude that 


(13) 
and 

(14) P^>^gi=MCt=ACt 

In order to recover some deficit therefore the prices are 
required to depart from their marginal costs 

We obtain the same condition as Case 11 for the opUmaJ 
income redistribution 


Case y Input tax and the optimal price for the off peak auto travel 
In this case the peak period automobile users are paying their 
average cost as the previous cases In case V however in order 
to recover a deficit input tax® is applied Our problem then is to 
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find the optimal nput tax and price for the off peak peno 

automobile users We formulate this problem as follows 


a) 

Max ^=2 ^ 
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Here we differentiate above equations with respect to w 
also m order to find the optimal input tax Differentiation with 
respect to jt will give fta~0 which simplifies our calculation 
considerably 

From the first order conditions and identities we obtain 
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where the first matrix on the left is nonsmgular and 
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Note that 

optimal input tax and the price for the off peak period users are 
therefore 
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As you cau see from (11) the peak period users are now 
fo ced to pay their marginal cost by the use of input tax i e 

(13) 

Moreover the revenue from and the expenditure for the 
peak period operation balance out For the off peak period 
operation we will nave a positive profit i e 


( 14 ) PA--r'‘s,t 1 +|- 


where 


ex 

dG 


3X dgj 

8G 8t, 


Sih 


IS the marginal rate of transformation of X for G 


under the scheme of input tax i e the price of G m terms of X 
when input tax is imposed on G 

The same condition and interpretation as Case II holds for 
optimal income redistribution 


Case Y1 The capacity constraint 

Here we introduce the capacity constraint explicitly The peak 
period users a^c using roads to the limit of the capacity of the 
roads In this case, as we will show below the peak period users 
are required to pay the expansion cost m addition to the usual 
marginal cost We formulate this problem as follows 

(1) Max 2=]^ P ^ ^ ) 
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IS a ooustant representing the capacity of 
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represents the amount of resources used for construction and 
expausion of roads 

Under these conditions we denve from the first order 
conditions and other identities discussed before 


(9) 



Since the first matrix is nonsingular we conclude that 


( 10 ) 

and (11) 
But 
( 12 ) 

(13) 


Pyem 


H-X 



-^~R»='71!g«^C8=MCj 


dX 

BK 


Therefore from (11) and (13) we can say that Pf^MC^ i e 
Pi IS equal to its marginal cost but from (10) and (12) Pj is 
higher than AfCi which is the first term of the right hand side of 
(12) The second term is the cost saving drived from capacity 

expansion is negative ^ The third term is the real cost of 

expansion We can write therefore that 

(14) Pj^=thc marginal cost of the Cost of Expansion 

That IS the peak period automobile users should be paying 
not only their marginal social cost but also the expansion cost 
The expansion cost is however lower than the real cost of expan 
Sion by the amount of reduced cost of congestion 


CONCLUDING REMARKS 


In the above presentation we have discussed what optimal price 
levels should be for the peak and off peak penod users under 
today s pricing practice of urban automobile transportation It 
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was shown that undv-r present pncing practice a strict adherence to 
marginal cost pncing principle would not yield Pareto optimality 
For the attainment of Pareto optimality a systematic deviation 
from marginal cost is required That is, we live in the area of the 
second best We are faced with a problem involving mayimiTu 
tion of social w elfare in the presence of many added constraints 
Optimal prices discussed above are second best solutions in the 
current transportation practice 

As shown when the peak period users fail to pay ther real 
cost but also imposes as a form of congestion greater external 
economies the off peak penod users are required to pay a price 
below their average cost 

What is not discussed m this paper is the presence of a 
substitute travel mode such as mass transit Substitution exists not 
only between peak and off peak use of automobiles, but also bet 
ween automobile use and bus use A more realistic and more 
preferable approach to the pricing policy of urban transportation 
would be to consider social welfare maximization in the presence 
of substitute travel modes in two periods peak and off peak 
Also left out m this analysis js the case of increasing returns to 
scalr which will have a crucial bearing on the m\ estment policy 
of transportation service 


FOOTNOTES 

1 Tlie input commodity ff may include consumers tune as well Then 
in order to preserve a single price we assume equal valuation of tune 
fay all consumers More on this see Sherman (9) 

2 See(8 p 103) 

3 Detailed explanations on the derivation were given m (5 6 9) 

4 AC% IS constant Thus ADt=MCi 

5 Slee (8 p 106} This is the second order condition for maximization 

6 5 is a positive matrix See footnote 3 

7 See footnote 8 

8 Of course they could be all positive hut then the interpretation of 
results will be of no sense In all we can faave four cases 

(1) AfCi>P ^Cs>P (2) MCi<P ACt>P (3) MCi>P ACt<P ana 
(4) MCi<P ACt<P Only the last case makes sense 

9 Input tax could be tax on gasoline tire and/oi vehicle 

10 Since ~ is cost elasticity of tt the higher cost elasticity is 

oh 
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the higher is the optimal input tax level 

11 More on the second best see (1 4) 
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SEVENTEEN 


MASATOSHI a ABE KUMARES C SINHA 


PRICING AND QUALITY OF SERVICE IN 
MASS TRANSPORTATION 


INTRODUCTION 

It is now the general consensus that current pricing practices in 
urban transportation are nrational and conducive to congestion 
and waste Two aspects which have been mentioned often as 
deficient in the area of urban transportation are the absence 
of adequate peak and off peak period price differentials and the 
gross underpricing of an automobile trip relative to a mass transit 
trip ® 

The purpose of this paper is first to review briefly the pricing 
policy of public facilities such as transportation and then to 
examine the optimal pricing strategy for mass transit under a 
situation m which an unfairly low price is charged for automobile 
trips The present study shows that in such a situation mass transit 
users should be paid a subsidy 

Next, the pricing practices used by the privately operated bus 
transit company in the Milwaukee area is examined It is 
observed that like virtually all mass transportation systems m the 
United States the transit system m Milwaukee has been caught 
m an unending cycle — the continuing decline m patronage the 
constantly rising cost of labor and equipment and an almost 
periodic increase m bus fares It is feared that this cycle will lead 
to the ultimate extinction of mass transit service in Milwaukee if 
it is allowed to continue unchecked 

This investigation indicates that a lowered bus fare together 
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w th improved service will substantially increase transit patronage 
which will in turn reduce the cost of operating bus transit as s 
consequence of the existence of the economy of scale 

Lastly the characteristics of urban mass transit users in this 
country are evaluated Investigation indicates that the majority of 
the transit riders are captive riders in the sense that they do not 
have any choice in their mode of transportation This finding 
substantiates the belief that mass transit fares should be s gnifi 
cantly reduced not just for attracting automobile users to transit 
and thus limiting congestion but also for increased social welfare 
resulting in improved equity 

PRICING STRATEGY 

It is believed that the pricing policy of public facilities should be 
directed not only toward achieving an efficient allocation of scarce 
resources but also toward promoting the social welfare Pricing 
in urban transportation should then be used as a possible means 
of effecting a balance in the use of modes as well as toward 
achieving a redistribution of income Therefore m order to make 
a meaningful evaluation of tiie pricing policy of public facilities 
such as transportation all three strands of economic disciplines 
1 e welfare economics public finance, and regulatory institutions 
should be considered simultaneously 

It is a well known fact that imbalance in the use of 
transportation modes results in congestion and that this is a direct 
consequence of an improper price mechanism a too low price is 
charged for automobile users so that an excessive number of 
automobile users are on the roads This means an mefficient 
allocation of road users for congestion results from too many 
automobile users and too few mass transit users 

If it is possible to persuade a suflBcient number of automobile 
users to switch to mass transportation, the problem of congestion 
might be eased and a balance m urban transportation can be 
restored This can be achieved by reversing the current practice 
of price mechanism— a relatively high price charged for 
automobile users and a relatively low price charged for mass 
transit users would accomplish the transformation of some of 
the automobile users into mass transit users The proper use of 
the puce mechanism in urban transportation may thus solve to 
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some extent the problem of congestion or imbalanced transport 
ation but It will create another formidable problem— the problem 
of inequity A higher price charged to automobile users might 
reduce congestion but at the same time it would prevent the 
lower income groups from using their automobiles A situation is 
conceivable in which automobile use is limited only to higher 
income groups Lower income individuals will be forced to give 
up the use of their automobiles and to use mass transit thus 
increasing the number of captive riders The transportation 
planners will face therefore a problem involving a choice of 
various combinations of efficiency and equity What should be 
aimed at then is to set a price so as to maximize welfare (equity) 
and to achieve allocative efficiency 

Elsewhere ^ in order to cope with tnis problem a general 
social weFare function was used to accomplish Pareto optimality 
evaluation was made on the basis of a linear function of individual 
utility functions with weights The weights were included to reflect 
the fact that society does not value equally a dollar received by 
Its members This study has shown that under the current pncing 
practice m urban transportation where automobile users pay only 
average cost rather than marginal social cost the mass transit 
riders should be given a subsidy The same conclusion has been 
derived by Marchand* and Sherman ’ The extent of optimal 
subsidy to the transit users explicitly taking into consideration 
congestion interdependence between the two travel modes, 
automobile and mass transit has also been established 

fRICING AND QUALITY OF SERVICE OF BUS TRANSIT IN 
MILWAUKEE AREA 1955 1970 

Damand for transit service 

The purpose of this section is to discover whether or not a 
relationship exists between the quality of service and the level of 
transit patronage m Milwaukee Although the private firm 
Milwaukee and Suburban Transport Corporation which owns 
and operates the transit system in the area, has been rendering 
better than average service ® it has been m serious financial 
difficulty in recent years To meet sharply rising costs of labor 
equipment and materials the company had to increase fares 
Almost inevitably an increase in fares was followed by a reduction 
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an patronage volumes whtch led fo a decrease in service and 
this in turn led to a furt ler reduction in transit ridership Such 
service variables as the mtrodoctson of new equipment* the 
age of transit vehicles,, an extension of route miles increase m 
transit vehicle speeds and the frequency of service would, to an 
important degree affect the level of transit use Using tune senes 
data obtained from the Milwaukee and Suburban Transport 
Corporation for the period 1955 1970* the effect of transit 
patronage of some of the service variables have been estimated 
The results of the regression equations are presented below with 
the t values given m parentheses 


Xi«=65 901 +6 427 X* , 9831 

(1) 

<28 503) 


Xi«47 162 +62 083 Xj , i?*«0 9890 

(2) 

(35431) 


Xi^ 1 1 36 259-95 1 33 Xg , il*=*0 9131 

(3) 

(-12 131) 


Xi« 162 099-6 001 Xg , 8485 

(4) 


(—8 854) 

m which Xi“the number of revenue passengers in millions 
Jirs*=bu8 miles of route coverage m millions , ^j—bus hours of 
service, in millions , Jfi^-headway factor (This j$ another variable 
used to represent the quality of service and it is computed by 
dividing bus miles by bus hours A higher headway factor would 
indicate lower quality of service with given number of buses and 
route miles of coverage as the hours of operation decrease, the 
headways among buses increase An increased headway would 
have a negative effect on transit use ) and Xg®- average fare in 
cents 

In all esses significant results were obtained with high i?* 
terms and correct signs confirmmg that an increased bos fare and 
an increased headway have indeed reduced transit patronage white 
increased bos coverage represented by bus miles and bus hours 
would have increased transit ndership 

In order to explore the collective rather than the individual 
effect of service variables multiple regression equations wer^ 
developed The results are 
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Zi=269 9913+4 7574 i'j— 26 7943 JT*— 0 07069 JT* 

(13 7160) (—3 2663) (-0 1543) 

0 9948 (5) 

:ri«-0 3718—7 9200 JTj +131 7730 Z,~0 7470 Z, 

(—2 0875) (3 5086) (-2 3684) 

if*=0 9952 (6) 

Note that the sign of Zg bus miles is negative in £q 6 this, 
however is due to the fact that Zj bus hours another service 
variable representing transit coverage was used in the same 
equation in addition to Zg, and that the effect of Zg is over 
shadowed by Zg The sign of Zg average fare is negative as it 
would be expected a negative sign of Z5 implies that higher bus 
fares have mdeed discouraged transit use 

In summary the implication of these results is obvious the 
transit patronage in the Milwaukee area can be increased by 
reducing bus fare and improving transit coverage 

Supply of Transit Service Economies of Scale— In this 
section the supply side of transit service is considered and the 
effect of changes in the service variables on tne cost of providing 
transit service are explained The cost per unit service cost per 
bus mile may be critically dependent upon service variables 
which affect patronage volumes The crucial point in this regard 
IS the existence of economies (or diseconomies of scale in transit 
operation If a deteriorating service and therefore a reduction in 
transit patronage should render a higher cost of providing transit 
service it indicates that the trans t company is suffering from 
diseconomies of scale in transit operation 

By regressing the service variables on the cost per bus mile 
the following equations w ere obtained 


7i=7 5101-0 0032 Zi i^*=0 0450 

(7) 

(-0 8123) 

Zi-? 6431—0 0177 Zs 0jl3 

(8) 

(—0 6735) 

^1=7 5968-0 1730 Z3 1?®^0 0328 

(9) 

(-0 6895) 


7268—0 4998 Z4 , 1060 

(10) 

(1 2882) 
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Yi 6 5787+0 0551 jr 1^ 0 3004 (11) 

(2 4523) 

The cost figure, “adjusted operatjng cost per bus mile 
with adjustment being made by using BLS consumer price index 
of transportation The notation of other variables is the same as 
before In all cases the J? terms are very low meaning that the 
individual effect of these variables is not significant However, m 
order to find the collective effect of these variables, a multiple 
regression equation was applied and the following equation i/vas 
obtained 

yi=2 7971+0 0572 Xi—O 1565 2581 

(3 9980) (—1 9785) (9 6860) 

R»=0 8990 (12) 

Note that the collective effect of the service variables on the 
unit cost of service is substantial A negative coefficient of Jf* is 
important because it suggests the existence of scale economy m 
the operation of the transit system If and Xt move m the 
opposite directions as a negative sign of X^ would imply the 
existence of sca^e economy is confirmed Since Xi and ifg ate 
positively correlated, in order to explore the existence of scale 
economy yi was plotted against Xj The resulting curve is 
shown m Fig 17 1 The U shaped curve in this figure infers that 
scale economy exists in bus traustt operation To confirm this 
further, the following regression equation was applied 

Ti* 13 7003—0 1362 Xi+0 007 , R “0 8351 (13) 

(-8 0427) (7 8911) 

Comparing Eq 13 with Eq 7 note that R* is considerably 

increased when a quadratic tetm, XJ is added This confirms 

that the umt operating cost of the bus transit company is U 
shaped and thus there exists economy of scale In other words 
when the number of revenue passengers increases from 60 0(X) 000 
to 70 000 000 to 90 000 000 the average cost per bus mile 
decreases but as the number of revenue passengers passes 
beyond say 100,000 000 the average cost starts going up There 
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fore since around 1960 when the number of revenue ndership 
was 103 200 000 (in Fig 17 1 it is about the bottom of the unit 
cost curve) the transit company in the Milwaukee area has been 
operating in the range of diseconomy of scale despite the fact 
that by increasing the number of revenue passengers the company 
could have taken the advantage of economy of scale It can be 
argued therefore that the further reduction in the number of 
patronage will consequently raise the unit operating cost of transit 
operation 


IMPLICATIONS OF MILWAUKEE CASE STUDY 

This investigation has shown that service variables are important 
determinants of the demand for and the supply of the bus transit 
m the Milwaukee area Reduction m the quality of bus service 
together with increased fares have reduced patronage volume 
which m turn has prevented the transit company from utilizing 
economy of scale A simple diagrammatic explanation of this 
situation is presented in Fig 17 2 where three demand curves and 
the average cost curve are shown The slope of demand curve will 
measure the degree of responsiveness of the riders to a change 
in price Considering the U shaped cost curve of the transit 
company in Milwaukee increased fares and detenoratmg services 
have shifted the demand to the left from Di to thus raising 
the average cost of operating the system Subsidies to the transit 
users or to the transit company and other measures of improving 
transit service would as the present study has indicated 
encourage transit use shifting the demand curve from Dj to 
and to Dg This would increase the number of transit users and 
would consequently reduce the average cost of operating the 
transit system 

CIiARACTEEISTICS OF BUS TRANSIT USERS IN UNITED STATES 

To examine the socioeconomic characteristics of the bus transit 
users an analysis was made on the basis of the nationwide data 
obtained from the 1960 census information ® In an attempt to 
'find diiferent characteristics among residents in urbanized areas 
of different sizes three regression equations were applied (1) For 
■all urbanized areas containing at least one city which had 
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Fig 17 2 Schematic diagram of demand and average cost 
relationship 

0 000 or more inhabitants in 1960 (202 observations) 
Urbanized areas containing at least one city with 500 000 or 
tore inhabitants (342 observations) and (3) Urbanized ax^ 
nth a city population of 1 000 000 or more (156 observations) 
a the analysis the following socio economic characteristics were 
onsidexed 

1 Percentage of workers making work trip by bus, gt 

2 Percentage of households with zero automobile gg 

3 Percentage of household with two automobiles, g, 

4 Percentage of families earning less taan SS 000 
per>T gi 

5 Percentage of workers in population 

6 Percentage of workers making work trip by rail 

7 Number of automobiles per household gi 

8 Median income per household, gs 
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Snmraary statistics of each of the preceding variables are given m 
Table 17 1 Note that the large urban areas with a population of 
1 000 000 or more had the highest percentage of workers making a 
Work trip by bus (20 18%) as well as the lowest percentage of 
families earning less than $5 000 (29 17%) Furthermore the 
median income was the highest (S6 6S5) in these large urban 
areas 

The analysis was conducted by regressing gt on the other 
variables, and the results of the regression analysis are presented 
in Table 17 2 It can be observed from Table 17 2 that there are 
only two variables which have significant coefficients m all three 
different sizes of urban areas These variables are percentage 
of households with zero automobile andge percentage of 
workers making the work trip by rail Other socio-economic 
variables were not found to be consistently significant among the 
three different areas considered The results thus infer that the 
urban bus transit ndcrship consists mostly of captive riders and 
that It IS also closely related to a substitute mode of mass trans 
portation This finding is as expected and it is confirmed by the 
fact that m 1963 91% of transit riders in the Milwaukee area 
included dependent riders who used transit as the sole mode of 
transportation (5 p 165) The characteristics of transit ndership 
would thus further justify the argument in favor of a subsidy for 
urban bus system so as to accomplish equity in urban trans 
portation pricing 


CONCLUSIONS 

The present modal imbalance m urban transportation is primarily 
due to the current pricing practice which has unduly favored the 
automobile users by charging less than what automobile transpor 
tauon 15 supposed to pay The automobile users are paying only 
their private cost which involves average cost rather than 
marginal social cost ignoring the cost they are imposing on 
their fellow travelers and society through increased congestion 
pollution and so on In order to restore balance in urban 
transportation through improved efficiency as well as equity in 
pricing the transit users should be provided with a subsidy in the 
form of a reduced fare In this connection the recent experience 
of Atlanta Ga with transit fare reduenou can be mentioned The 
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transit fare m Atlanta was reduced from 40c with 5c transfer fee 
to 15c without any transfer charge and in the first four months of 
operation the ridership went up an average of 23% ^ 

The privately operated bus transit system in Milwaukee 
riddled with financial difficulties had been following the practice 
of almost periodic fare increases and simultaneous reduction in 
service, thus losing the transit patronage and thus it has been 
forced to ope ate in the range of diseconomy of scale To rescue 
the transit system from further decline and to improve the quality 
of service it is imperative that a direct government subsidization 
e provided The Milwaukee bus company falls m the category 
of a natural monopoly and the existence of a natural monopoly 
as js known from economics would justify public narucipation in 
the production 

The government subsidies to transit users or to the transit 
companies would help establish mass transportation on an equal 
footing with automobile transportation In addition to the reduc 
tion of fare with improved quality of service in terms of 
expanded route and time coverage decreased headways, and 
higher speed the volume ol transit ridership would no doubt 
increase As a consequence of this the transit companies will be 
able to utilize the scale economy by reducing tlie per unit cost of 
operatjor Realizing that most of the transit users are captive 
riders and that traffic congestion is due to a large number of 
automobile users the actual cost of subsidy would be much less 
than social cost irvolved with the current pricing practice of 
urban transportation 


FOOTNOTES 

1 Abe M Urban Transportation Congestion Welfare and Optimal 
Pricing presented at the 4th Annual Meeting of the Mid Continent 
Section Regional Science Association Indiana University 
Bloomington Ind March 31 1972 

2 Analysis of Milwaukee s Transit Service Barton Aschman 
Associates prepared for the Expressway and Transportation 
Commission County of Milwaukee 1970 pp 5 17 

3 Annual Report Milwaukee and Suburban Transport Corporation 
each year from 1955 to 1970 

4 Digest Special Issue Institute of Rapid Transit Annual Conference 
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Wasbifigtos D C J972 pp 5S 66 

5 Land Use-Transportatioo Study Inventory Fintbngs 1963 South 
eastern Wiscons in Regional Planning Coountssion Planning Pepart 
No 7 Vol 1 1965 

6 Marchand M A Note on Optimal Tolls m an Imperfect Environ 
ment Econotnetrica July Oct 1968 pp 575*581 

7 Sbennan & Congestion Interdependance and Urban Transit 

Pare? EconometHca May 1971 pp 565-576 

S Transportation Planning £>ata for Urbanized Areas Based on 1960 
Census A Summary The U S Department of Trarsportation 
Government Printing Office Washington DC 1971 
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